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FOREWORD 


I am convinced that this little book on economics 
will prove a path-finder for many an intermediate 
student who has hitherto found himself lost in the 
jungle of economic technicalities and the fog of cloudy, 
vague ideas. 

The authors have explored the forest thoroughly 
themselves in their long experience as teachers, and 
have examined many new ways of avoiding the pitfalls. 
As usually happens when Qne is making a new path in 
the mountains, there are signs of some by-paths which 
the authors thought they might use and then abandon¬ 
ed; but on the whole the path leads directly and char¬ 
mingly from one point of interest to another. If, in 
some cases, the new path-way is a little longer than that 
formerly used, it is only to permit the student to climb 
to some vantage-point by gentle ascents and gradual 
additions to his knowledge, where formerly he was 
• forced to clamber up over steep cliffs or rough rocks. 

! The authors are to be congratulated on the care 

l wittl which they have made the path-way clear and 
pleasant even to the stupidest, while at the same time 
the student is made to realize the nature of the pitfalls 
difficulties he has avoided. 


Allahabad University 


C. D. THOMPSON 

Professor of Economics 
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PREFACE TO THE SECOND EDITION 

The great patronage extended to this book both by 
the teachers and the students has encouraged the 
authors to bring out its second edition in such a short 
time. To make the book more serviceable, Indian ^ 
economics has also been introduced while special care 
has been taken to avoid confusing masses of figures 
and unnecessary lengthy descriptions of Indian con¬ 
ditions. Illustrative diagrams, instructive maps 
and a few pictorial charts have been inserted at proper 
places to render the subject, interesting and illuminat¬ 
ing to the beginners. The book is now self-sufficient 
for the Intermediate students for whose convenience 
typical questions of the Intermediate standard have 

been given at the end of each chapters 

Though an attempt has been made to help the 
students base their knowledge of economics on reliably 
firm foundation by. presenting this treatise to them, 
no claim is made by the authors to have explored any 
dark regions of economics, nor has any unconven- f 
tional track been followed by them. The book is 
simply the fruit of their hard and thoughtful delibera¬ 
tions on the subject with which they have long been 
associated as students and teachers. Guided bv the 
one desire of providing a simple and yet an accurate 
representation of the first principles, they have 
followed, in the lay-out of the book, the gradual de- 
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velopment of thought rather than any prescribed 
course of study. They will, therefore, consider their 
efforts amply rewarded, if the Intermediate students, 
for whom it is primarily meant, find the treatment of 
the subject in this book attractive and stimulating, and 
derive the real benefit of acquiring the correct know¬ 
ledge of the elementary principles of economics, and 
an insight into the economic problems of India. 

The authors are deeply indebted to Mr. C. D. 

Thompson, ex-professor of economics, Allahabad 

University, who by his example inspired them as his 

students and also kindly introduced this little book to 
the readers of economics. 


July 1 , 1938 


S. L. Agrawal 
R. N. Gupta 


PUBLISHERS’ NOTE TO THIRD EDITION 
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nuhr t 6d ° n - Thls was ver y encouraging and the 
P ishers now place in the market its third edition. 

have insld^Ki ? th °roughly revised the book and 
sXw f 7 enkrged ft 10 mak e the book self- 

sufficient for intermediate students 
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INTRODUCTORY 


THE SUBJECT-MATTER AND SCOPE OF 

ECONOMICS 


1. The Meaning of Economics 


Before the study of a new subject is taken up, the 
beginner is naturally anxious to know what its name 
means and what it is about. For this reason, this 
opening chapter of the book is devoted to the meaning 
of the term ‘economics’ and to the discussion of its 
subject-matter. 

ji §1. What is Economics? The term ‘economics ’ 1 1 
jfs formed from the noun ‘economy ’ 2 which is derived 
from the Greek language Literally it meant ‘manage- 
inent of the household.’ The difference between good 
[and bad management made a great difference in the 

» ■ i ——» 


* Economics was first called ‘ Political Economy.’ The 
Greets used the word •polls’ to mean the city-state, and a city 
of ancient Greece was an independent state, managing its own 
affairs. Hence ‘politics’ came to mem tl,o ? wn . 

the affairs of the city. Originnllv^ thereZl ^ffement of 
•Political Economy’ was intended to convey the idea of "^i" 6 
mg the principles of household management to tl t nt k PP ' 
or state Just as a housewife woul.l conserve mul , ,ate t il 
use of the household income, so was flip * a ^ e ^ u ? 

to do with the aid of ‘PoliS Lonoml* wWh wn" eXpecte< 
to set out rules for his sruidanne in tl/1 s ”PPosed 
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the older name ‘Political' Economy’ has fillen 

because the word ‘political’ has lost it« L; • i 1 ? to . Misuse, 

HiiSHgii 

and ^w“ia C kw S fr ° m tW ° G ^ k WOrds > ‘Oikos’ = a house. 
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FIRST PRINCIPLES OF ECONOMICS 


well-being of a Greek household. the work of manage¬ 
ment consisted in getting the requirements of the 
household with as little effort and sacrifice as possible, 
and in using them with the greatest wisdom and judg¬ 
ment. Today when the use of money is universal, 
f housekeeping means only the management of house- 
|hold expenditure' Hence in modern times the business 
I of economics is to study how a man gets his income 
which is mostly in terms of money, and how he uses it. 

One important fact about life is that no human 
being can get on without food, clothing and shelter. 
Every one of us must have not only air to breathe and 
water to drink, but also food to eat, clothes to wear, 
a roof to shelter and many other things besides. What¬ 
ever our caste or creed, age or occupation, wants we 
all have, no matter whether they are more or less, 
simple or varied. How these wants arise and how 
1 they are satisfied' is one of the main problems, a 
systematic inquiry into which is what economics seeks 
to carry out. Since human motives can conveniently 
be measured through money, economics considers those 
and only those wants of man which can be brought 
directly or indirectly into relation with the measuring- 
rod of money. 

These wants form the very foundations of the so- 
called economic activities which man is prompted to 
undertake with a view to satisfy them. Men and 
women, boys and girls, all are striving hard to earn 
what we call a ‘ living.’ Most of the waking hours 
of their brief lifetime are spent in trying to deal with 
the problem of bread and butter. To students who 
have their bread and butter supplied to them by their 
larents or guardians, this problem may not appeal to 
>e as important and urgent as to those who have to 
earn their bread and butter. They understand its 
importance not in their student life but at a time when 
they go to settle in life after finishing their studies in 
schooTs or colleges. Only then they realise how hard 
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they have to struggle to make both ends meet. Not 
to speak of students, every human being in this world, 
is concerned with such problems as how to get food to 
eat, house-room to live in and clothes to keep him : 
warm or at least cover his nakedness. 

Each individual, in the course of a single day, finds 
himself in various capacities. He is an earner of his 
living, and at the same time a member of his family, 
a member of a state and also a member of the big 
human society. Consequently he is engaged in all I 
sorts of activities, economic, patriotic, social, and in 
addition to these, religious, philanthropic, artistic andf 
others. But of all these activities, those concerned 


with the earning of a living have by far the most urgent 
call on him, because they help him in keeping his body 
and soul together without which none of his activities 
can possibly come into being. It should not, however, 
be supposed that if he is engaged in earning his bread 
and butter, he ceases, for the time being, to be a 
brother, or a son, or a teacher, or a student, or a 
subject of the state. Life of a man is supported by 
several motives all acting together, as if it were a ball 
upheld in a position by several springs all working 
simultaneously. Hence it would be wrong to assume 
that he is actuated by the one motive of money-making 
and by no other in his activities at one time or at all 
times. Other motives may also predominate at a 
particular time; for instance, while attending to .the 

needs of the members of his family, a person may have 
only one motive of love and affection which is more 

y an a11 others, and the same person on the 
Hmn‘ g tw nd r may h - ave no other outstanding motive 
do well fnr J e y e ^ lon - C Be p nners > however, would 
to Teave f o„t he di aC1 ° f a d - ear Rras P of the sub 3 ect - 

“though i? thl”- ? f cons 'dering human behaviour. 


4 FIRST PRINCIPLES OF ECONOMICS 

The chief motive of man being the preservation of 
his life the problem of bread and butter engrosses his 
greatest attention and therefore economics may be 
regarded as essentially the science of bread and butter^ 
When the world was young, its people were grouped 
into many small communities living in villages, Bach, 
village was self-sufficient more or less, for its people 
grew their food, raised their cotton or wool and made 
their cloth, or went without things if they could not 
secure them. They were not inter-dependent like us 
for their requirements. To them the problem of bread 
and butter was easily solved. At least it was not so 
complicated as we find it today. The simple mode of 
living has now given way to the complex one, so that 
food and clothes come from long distances. The village 
no longer produces all that it needs but gets most of its 
requirements from others. The cultivator grows food 
not so much for himself and his family as for others. 
He makes no cloth, for he knows that cloth and many 
other things today can be made better and cheaper by 
others and that he can get them all bv exchange. The 
dhoti which he puts on has probably been bought from 
his village-vendor who himself must have purchased it 
from some big cloth-merchant of the city, and the city 
merchant also must have got it from some factory 
either in Bombay or in some foreign country 5000 miles 
away in the east or in the west. Cotton must have 
been grown in the country-side and sold to a cotton- 
dealer from whom it must have gone first into a spin¬ 
ning factory and then into the weaving factory which 
has turned it into a dhoti. Thus the whole long line 
of producers was at work in the making of so simple 
a thing as dhoti. The cultivator might not at all be 
conscious of the fact that so many individuals were 
toiling in the distant corners of the earth in order that 
he might he psovided with a dhoti; but in the world as 
it is constituted today, people are so inter-dependent 
that every one of them is engaged in doing something 
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for others and expects others also to do something for 
him. This has made the problem of bread and butter 
so complicated that one cannot easily understand how 
it is solved without much difficulty for some people and 
not so easily for others, whether individuals or nations. 
A study into such problems as these forms the subject- 
matter of economics which inquires into the causes 
that provide some individuals with the niceties of life 
and deprive others not only of these but also of the 
necessities of life sometimes. 

§ 2. Is Economics the Science of Wealth? Before 
an answer to the question may be returned it is neces- 
sarv to know what Wealth is. 

Wealth ' is derived from the old English word 
‘ weaL* meaning welfare. The suffix ‘ th ’ indicates 
| a state or condition, so that 4 wealth ’ signifies the state 
of well-being. Thus wealth leads to human welfare 
or to the satisfaction of human wants. We cannot 
think of wealth without thinking of man. 

The adjective ‘ economic ’ means ‘ pertaining to 
wealth.’ Literally speaking, therefore, economics is 
the science of wealth. This was the view held by earlier 
writers, W. S. Jevons and others. Carlyle and Ruskin 
^® nt s ° far as to call economics the Gospel of Mammon. 
Wealth, it is true, plays a very important role in the 
ordinary business of life; but it has no meaning, no 
iexistence apart from man. Hence economics is 4 on 
;one side, a study of wealth, and on the other and more 
i important side, a part of the study of man.’ 

IhpsIc Ec ? 1 nom ! cs is a Social Science.— Economics 
wpalfh T r ‘i y i W ‘ th . man and onl y secondarily with 

hddual hnt dea * Wlth ^ not as an is olated indi- 

>human SL“ bem S livin g. in an organised 

activities of aa f d , oes ,. not ta ^ e into account the 

it coSer how M llV ? a ! 1 alone ' Neither does 

how Madho, a smqle Toltivator or Rafin 

J -“ eph: * ***£%& 
the activity of earning a living. It is concerned 
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with social activities only—with the activities of 
cultivators, merchants or clerks taken together. It 
studies men in general, may they belong to the class of 
•cultivators, teachers, students, or any other. 

Man is, by nature, a social animal. He feels 
natural pleasure in the company of his fellow-beings. 
Being constantly associated with them he develops 
relations and activities which are so closely knit 
together that he cannot do without his fellow-men. In 
the world of today, every individual member works to 
produce what someone else wants, and obtains in 
exchange for the product of his labour, the food, the 
house-room, the clothing, the recreation and all other 
things which he wants. Such economic activity is 
possible not in solitude, but in society. 

§ 4. Definition of Economics.—Economics may 
be defined in various ways. The only important point 
to remember is that every definition must have the 
following fundamentals,‘namely— * ' 

(1) that economics is the systematic study of 

human wants and their satisfaction; 

(2) that it considers only those activities which 
/ are related to the getting and using 6i 

wealth; and 

(3) that it deals with the collective activities 

of men in general and not with those of 

isolated individuals. 

The definitions given below brings -out all these 
points ,clea rly:— 

Economics is a social science which deals prima¬ 
rily with man as wanting, working , getting and soend- 
ing, and secondarily with wealth, which , through 
these stages , satisfies his wants. 

' § 5. Goods and Wealth.—The term ‘goods’ 

stands for material objects like air, water, land, etc.; 
for immaterial things like health, skill, intelligence, 
etc.; and for human services such as those of domestic 


i. 
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servants, musicians, doctors, soldiers etc. All desir¬ 
able things are goods. 

Free Goods—Air, sunlight, and a few other 
goods, which can he obtained in the quantity desired 
without any human /effort, are free goods. They 
benefit all alike and do not make anyone richer than 
his neighbour. Beirig available in greater abundance 
than required, they/arg not exchanged. They are 
free gifts of Nature. ^ 

Economic Goods.—Economic goods are not freely 
and abundantly available. They are limited in quan¬ 
tity and are bought and sold: for example, wheat, 
shirt, house and books. They are equivalent to 
wealth. The poor have comparatively fewer of these 
thanCthe rich; they do possess wealth though obvious¬ 
ly not as much as the rich. ♦ 


■* VUiliVJVU 

— acquire the power of exchange, iui example, au¬ 
to. a diver and sand in a builder’s yard become eco¬ 
nomic goods though ordinarily they are not so. 

§ 6. Wealth. —As a result of economic efforts 
nian obtains what we call Wealth, a name which 
/applies to everything that can go in exchange for some 
/ other thing. Thus this book is wealth because it can 
be given and also’accepted in exchange for a thing 
belonging to someone else. When water can be had 
tor nothing, no one would like to pay for it. It will 
not be an object of exchange and consequently it will 

n °iai be . ca e( * wealth. But if water is bought and 
“ certain arid tracts of Rajputana, it becomes 

a™' T , hus a11 econom ic goods are wealth. 
* ree .£ 00( ^ S as such are not wealth. 

has f°ur-qualities. In the first place, it 

nonewilf'? s ? tisfy a human . want as otherwise 

ed- rntfpn 6Sire to „^ ave an( l ^ will not be exchang¬ 
ed. rotten eggs for example. Secondly, it must be 

. m 
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capable of being secured and owned. It is impracti¬ 
cable to obtain even a particle of that gold which is 
said to be in the sun, and hence that gold cannot be 
exchanged. Air, on the other hand, can be had free¬ 
ly and abundantly, but it need not be owned and is, 
therefore, neither bought nor sold. Thirdly, it must 
be external to man, because if it is inseparably bound 
up with the person of a man, he cannot part with 
it; for instance, the personal qualities of an indivi¬ 
dual, like health, skill, intelligence. Lastly, it must 
be scarce or available in lesser quantity than requir¬ 
ed by people. Gold is not as abundant as it is wanted; 
that is why people are willing to exchange some of 
their possessions to have a quantity of it. 

§ 7. Classification of Wealth.—Wealth may be 
classified as follows:— 

Individual Wealth .—The wealth of an individual 
consists of (i) all material goods such as landed pro¬ 
perty, buildings, shares in companies and the like which 
he can claim to be exclusively his own, and (ii) those 
immaterial goods which are exchangeable, such as the 
goodwill of his business, if he is a businessman, or his 
practice if he is a doctor or a lawyer. ‘Goodwill 
means the good name or the reputation which a busi¬ 
ness enjoys and which can be sold to a new owner 
when that business changes hands. 

In calculating the wealth of an individual, his 
debts must be deducted from his possessions. 

Collective Wealth .—It is wealth shared in com¬ 
mon by several individuals. Public roads or street¬ 
lights which belong to no single man but are enjoyed 
by a person and his neighbours alike, come under 
this class of wealth. Tt mav be divided into two 
classes : (i) Private and (ii) Public. 

Private collective wealth is the wealth of all 
institutions such as private libraries which are owned 
by private associations like the .-possessions of a 
family, wealth of a partnership or private company, 
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or of a charitable, benevolent, educational and reli¬ 
gious bodies. 

Public wealth is all that wealth which belongs to 
a government body whether central, provincial or 
local. Roads, canals, railways and dak bungalows 
are some of the examples. 

National or Social Wealth. —(i) In the first 
place, it includes the total wealth of all its individual 
members whether such wealth may be present in the 
country or without it, while the wealth in the country 
owned by foreigners should be excluded from this 
calculation. Mutual debts among the members of 
the community are to be omitted. 

(ii) Secondly, it includes collective wealth as 
defined above. 

(iii) Thirdly, it includes all such free gifts of 
Nature as the Ganges and the Himalayas in India, 
which are responsible, to a large measure, for making 
Indians happy and prosperous. The Himalayas may 
be considered as exchangeable in the sense that the 
right to use a certain portion of them falling within 
the territory of a ruler are sometimes bought and sold, 
and the Ganges for the obvious reason that its water 
is sold for irrigation purposes. 

Cosmopolitan or International Wealth. —consist: 
ot those forms of wealth which belong j ointl y- to 
nations and s in gly U) none as the goods belonging 
the EeagueT of Nations or the open seas beyond 1 
three-mile limit from the shores of a country. 

2. Importance of the Study of Economics 

Economics serves as a useful instrument for 
sharpening m^llect by cultivating habit for a care- 

It broaHln* 10 "’- CntlC j ^ n , aIyS1S and sound reasoning. 

inVX een J an , d h6lps a S reat deal ^ mitigat- 

capitalists hv st /' lfe !\ betw £ en the labourers and the 

operation t} ? e “ the usefulness of co- 

P the joint task of producing wealth. 
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The social reformer is able, on the basis of econo¬ 
mic considerations, to attack social evils with a view 
to eradicate them. The reckless expenditure over 
marriages in India, and the growing use of liquors 
at the expense of necessaries for health and efficiency 
of the consumers are some of the problems which 
have already set reformatory forces at work. 
Thousands of men today are grappling with the im¬ 
portant problem of ameliorating the miserable lot of 
unfortunate peasantry in this country by discovering 
some suitable remedy for their chronic indebtedness, 
by striking at the root of crushing poverty of masses 
with weapons both economic and political, and by 
providing them with the facilities and benefits of rural 
reconstruction work, co-operative credit societies and 
improved tenancy laws. 

The statesman also is benefited by a sound knowl¬ 
edge of economics which guides him constantly to do 
what would help trade and commerce of the country 
and promote economic welfare of the people. It is 
economics that tells him that the existing inequalities 
in the wealth among different classes of society can he 
considerably minimised by an equitable distribution of 
the burden of a tax. From economics, again, he learns 
that wide-spread unemployment in any country leads 
to social unrest and economic backwardness, which 
ultimately stand in the way of the state duties being 
performed efficiently. 

Similarly, the businessman mav, in his own in¬ 
terest, turn to account his knowledge of economics. 
The producer, for example, who understands theore¬ 
tically what evil consequences naturally follow as a 
result of overproduction and trade depression, will 
not, to the best in his power, allow himself to slip 
into that mistake. The banker will be on his guard 
against periodical crises, if he has the knowledge, 
even though no practical experience, of their ruin¬ 
ous results. 
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Again, the workers who are weak and incapable 
of offering any sort of resistance of the unjust policy 
of the employers can take advantage of their know¬ 
ledge of economics to start a strike under most 
favourable conditions that terminates successfully to 
the great relief of the aggrieved. 

It would thus appear that economics is a subject 
of vital importance and deserves as much encourage- 
'ment as can possibly be given to it. In the High 
School classes of the Delhi Province it is already being 
taught, and it is a matter of great consolation to know 
that in U.P. also it is being introduced in the High 
School classes. To the schoolboys who will settle 
down later in life as statesmen, businessmen, social 
reformers or workers, it should prove to be of im¬ 
mense value. 

3. Departments of Economics and 

THEIR INTER-RELATION* 

For the convenience of studying economic acti¬ 
vities of man systematically, the science of Economics 
has been branched off into four departments—Con¬ 
sumption, Production, Exchange and Distribution. 
(The department of Consumption deals with those eco¬ 
nomic activities which are concerned with the use of 
wealth for the satisfaction of human wants/ The 
department of Production covers those economic acti¬ 
vities which are undertaken by man with -the object 
of making things more fit for his use. The depart¬ 
ment of Exchange considers those economic activities 
of man which are responsible for giving an individual 
or a community what he or it wants in return for what 
he or it has produced. The department of Distribu¬ 
tion is concerned with those economic activities of 
man which consist in the valuation of his service as 
an agent of production. 

,, *^ le study of this section would better be postponed till 
the students have finished the whole book. 
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None of these departments is independent of the 
others. They are closely inter-related. 

§ 8. Consumption and Production. —Every man 
is a consumer and almost every consumer is a pro¬ 
ducer. As a producer man spends energy. As a 
consumer he receives energy. It is obvious that he 
must take in at least as much energy as he gives out. 
Hence consumption is necessary for production. 
What is true of an individual is also true of the whole 
society which is made up of individuals. 

Consumption is the basis of all production. —The 
infinite wants of man are the motor force of ajl eco¬ 
nomic activity. Annihilate them and the whole 
human activity will automatically be brought to a 


dead stop. ' 

Consumption directs the course of production— 
It determines what kinds of goods shall be produced, 
because the goods consumed vary in accordance with 
men s wants and preferences. Production in its turn 
provides the means of satisfying human wants. If 
goods were not produced, consumption would not be 
possible. ! 

Production limits consumption. —It unfolds the 
amount of goods that are available for consumption, 
the sole purpose and end of all production. If more 
is to be consumed, more must be produced. It also 
sets a limit to the quantity of each variety of goods. 
Consumption and production thus act and re-act 


upon each other. 

§ 9. Consumption and Exchange. —Consump¬ 
tion is necessary for exchange. If man had no wants, 
the whole machinery of exchange would go out of 
gear and the activities of all sorts of middlemen, 
wholesalers, retailers, bankers, commission agents 
and a multitude of others would automatically be 


brought to a dead stop. 

Exchange is also necessary for consumption. In 
the present state of society, satisfaction of human 
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wants is impossible to a great extent without having 
recourse to exchanges. Today the cultivator obtains 
only by exchange cloth, shoes, pots and many other 
things that he needs besides food which he himself 
grows. Not to speak of the cultivator, the weaver, 
the potter, the carpenter—all have to depend upon 
others for their requirements which they get only by 


exchange. 

The intimate connection between consumption and 
exchange becomes all the more obvious when we 
consider that the rates of exchange depend chiefly upon 
the laws of demand, and the laws of demand in their 
turn depend upon the laws of consumption. 

§ 10. Consumption and Distribution. —A man s 
habitual consumption decides how he will apportion 
(distribute) his income for the satisfaction of his 
several wants. If he is in the habit of spending more 
on clothing and less on food, he will lay out a large 
portion of his income on the purchase of clothes and 
a smaller portion of it on the purchase of food. If he 
spends more for food and less for other things he will 
accordingly divide his income. The distribution of 
income over his various needs depends partly on an 
individual’s tastes and habits and partly on his social 
position. But how his income will be divided between 
his several needs cannot be determined, unless and 
until the consumer knows how great his income is 
going to be. For, if his income is going to be big, he 
may find it possible to meet all his needs more or less. 
But if his income is going to be small, he may have to 
postpone the satisfaction of some of his wants— 


particularly those which he does not consider to be 


very urgent. The question how big the income is 
going to be decided by distribution which determines 
how the joint product of society will be shared 
among the workers and the property owners who 
have united to create it. Thus it is not only consump¬ 
tion that determines distribution, but the converse of 
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it also is equally true. In fact, the two are mutually 
dependent. 

§11. Production and Exchange.—The introduc¬ 
tion of division of labour among producers and its 
further subdivision into a boundless range and an 
indescribable complexity on account of an increased 
use of machinery has made the present-day system of 
production so bound up together into a relationship 
of mutual dependence that exchange has become a 
necessity of far greater importance today than it used 
to be. Now, before a commodity is got ready for use, 
it has to pass through innumerable hands in its various 
incomplete forms. In certain cases, specialisation in 
any particular part of the whole has given rise to a 
separate industry altogether. Spinning, weaving and 
dyeing are separate industries, all connected with one 
another. They exchange their products to run the 
whole machinery of production. 

When goods are produced, that is not the end of 
production. The object of production is achieved only 
when goods have found their way into the possession 
of those persons who require them for the satisfaction 
of their wants. Hence arises the necessity of transferr¬ 
ing those goods to widely scattered consumers or 
buyers. This passing of goods is now-a-days managed 
in most cases through the agency of wholesale 
merchants, retail dealers, bill-brokers, bankers and 
many other intermediaries. All these play their part, 
and sometimes an important part, in assisting the 
process of production. Thus exchange is a necessary 
link between production and consumption. 

But it is not exchange alone which is necessary 
for production and consumption. Production is also 
essential for exchange. For, if nothing is produced, 
nothing is exchanged; if more is produced more is 
exchanged. The activity of exchange comes into 
play only with production. Thus production and 
exchange are inter-related. 
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§ 12. Production and Distribution.— The pro¬ 
duction of wealth is influenced by its distribution. If 
wealth were equally distributed, the difference 
between the rich and the poor would greatly diminish 
and with it would also decrease the production of 
luxuries which are consumed by the rich. Again, if 
inequalities in the wealth of different classes dis¬ 
appeared or at least were minimised, people would be 
better fed, clothed and housed. Their productive effi¬ 
ciency would be increased and therefore the total 
amount of wealth produced would also be increased. 
The parents would be able to give a better education 
and training to their children and thereby make them 
more efficient producers. In some cases, the working 
hours of the producers might also be reduced, without 
affecting the production of wealth. 

Conversely, the distribution of wealth is also in¬ 
fluenced by the amount of wealth produced. If a 
greater amount of it is produced, the question of dis¬ 
tribution leads to all sorts of problems, e.g., who is 
entitled to the increased output, the landlord or the 
labourer or the capitalist or the organiser, and how 
much should go to each of the four agents, if all of 
them are entitled to it, etc., etc. More disastrous 
lhan probably the war itself are the strifes which 
sometimes result on account of the sharing of wealth 

who C0 "°P er ate to produce 
lv connP^H 1 ^ 11011 , 18 a P roblem which is intimate- 

d r utS£ d .«?„rdt;a n ent Thus ,,rodooti °" *" d 

and distribution.— Under 

wealth”; conditions, the distribution of 

wealth is affected by means of exchange. The share 

val ikj 1 which^has hp agent - of Production represents the 
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the fact that if land is scarce, high rents must be paid 
and if labourers are many, wages will be low, and s 

°"' From another point of view, the exchange-value 
of a commodity depends upon the theory of distribu¬ 
tion For the efficiency of each agent as a pi oducei, 

upon which is based his share or the exchange -va.ue 
of his service, depends upon the amount of the joint- 
product which he receives and this amount depends 
upon the principles followed in the matter of distn- 

Hence exchange and distribution are intimately 
related to each other. All this discussion makes it 
quite clear that the four departments of economics 
are so inter-dependent as they cannot be divorced from 

one another. 

4, Relation of Economics to other Social Sciences 

Practical evonomic problems are seldom explain¬ 
ed by economics alone. In order to understand them 
fully it is necessary to be acquainted with other 
sciences as well. Of these other sciences those in 
which man forms the central theme of study are more 
closely related to economics. Man may be studied 
from two different aspects: man as an individual, ana 
man as a member of human society. The study or 
man as an individual forms the subject-matter ot 
two sciences, Psychology and Physiology, whi e 
study of man as a member of human society forms trie 

subject-matter of Sociology. Here we are Conc f 
with the study of relation of Economics to the lattei 

5 14. Economics and Sociology .^-Soci logy 
deals with man’s collective activities— activities w ic i 

one man cannot very well carry on alone it istne 
name given to that science which treats of ethic al, V 0{ 
tical, legal and economic activities of man whu^ can¬ 
not thrive in solitude. These activities g 
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rise to separate social sciences, namely, ethics, poli¬ 
tics, law (jurisprudence), and economics. The 
science of £conomics is, as it were, a single thread in 
a closely knit web of the wider and general science of 
sociology. These social sciences are so inextricably 
interwoven with one another that they cannot be 
studied in isolation from sister sciences. A brief 

account of the relation of economics to other social 
sciences will now be given. 

§ 15 Economics and Ethics.—Ethics is the 
science of morality, of what is morally right and 
what is morally wrong. It deals with the ideal, with 
ivhat ought to be. Economics is the science of scar- 
city of h°w man behaves when his means are limited 

118 ends ' ■ lt . deals with the retd, with 

Tin u . Thus economlcs >s a science distinct from 
ethics but it cannot be studied apart from ethics be- 

anT the 0 Svr U , y T?’ the ° ne in relation 10 wealth 
and the otaer in relation to morals. From the miro- 

y scientific standpoint the function of economics is 

duct can be regarded L ,V 1m S 10 hum an con- 

pects have been'consfdei^d Tn t Ti* 8 , ethi ^ al a8 ‘ 
.lustice and morality it is , eet the dem ands of 
practical economic nrnhlom " ece88a J7 to consider a 
view also. Po^nsUnce ° m the - ethical P oint 

tiQns such as these T=’i • c essentlal to ask ques- 
a price which is^bove its c g ^ t0 - char R e for a thing 

selW conceals from th PnCe? Is il if 

articles ? I s it ^ buyer any defect in his 
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Japanese goods? Vhe IS• import duties on 

. 2 conomist is not necessarily a 
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moralist, but there is the inner voice in every man, the 
voice of his conscience which urges him aU the time 
to do what is right and to give up what is wrong. It 
is true that he is concerned with the actual tacts ot 
life and not with the ideal, but that does not mean 
that he should not consider the ideal in examining the 
real. On the basis of his investigations he can surely 
build rules that may take man nearer to the ideal. 

It is often remarked that economics lays too much 
emphasis on the wealth-getting and wealth-using acti¬ 
vities of man, that is, on the materialistic side ot 
human life, and practically ignores the ethical side ot 
it—the human character. Nobody can deny that the 
morals of the people have much to do with making a 
nation wealthy and prosperous, but it is also true that 
the character of a man is largely influenced by (1) the 
amount of his income, (2) by the nature of his occu¬ 
pation and (3) by the mode of his spending that 

income. 

If a man’s income is large, he is free at least from 
the anxiety of earning a livelihood for himself and his 
family. If it is large enough to relieve him of the 
worries for his household expenditure, he can find 
time for higher and nobler aspects of life. He can 
give attention to physical, mental and moral develop¬ 
ments. A man with a large income is generally frank, 
honourable, generous and arrogant. 

The means which a man adopts to earn his liveli¬ 
hood are always much concerned in building his 
character. Is not the character of a cultivator 
different from that of a clerk or a doctor? A culti¬ 


vator is usually not as intelligent as a clerk but more 
hardy and painstaking than the latter. The differ¬ 
ence is due to the difference in the nature of the occu¬ 
pations of the two. A peasant has to devote nearly 
the whole day to physical labour, while a clerk to men¬ 
tal effort. A clerk is busy all the year round. His 
habits, therefore, are more or less regular. A culti- 
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vator has enforced idleness during certain periods of 
the year and hence his habits are not so regular. A 
surgeon has to handle delicate instruments; naturally 
he is very careful and precise. A cultivator has to 
deal with rough tools; as a result of his association 
with them his habits are clumsy and coarse. The 
profession of a doctor demands punctuality and regard 
for the convenience of others. The profession of a 
clerk requires cooperation and discipline. Thus the 
formation of a man’s character largely depends upon 
the nature of his occupation. 

The influence on character of how a man spends 
his income practically needs no explanation. For if a 
man spends his income lavishly without any thought 
for the morrow, he evidently lacks foresight and can 
hardly be called wise. He is, on the other hand, self- 
indulgent and reckless. He sacrifices larger needs of 
the future for the immediate pleasures of the moment. 
If income is laid out with an eye to the future, he 
cannot but be praised for his forethought and self- 
mastery. If income is spent with due regard to the 
needs of dependents he deserves all credit for his un¬ 
selfishness and generosity. 

. § 16 - Economics and Politics.— Politics is the 
science of governmental functions, methods and orga¬ 
nisation. It deals with man in relation to wealth. 
I he two sciences are related to each other because 
some human actions are concerned at the same time 
both with wealth as well as with government. Eco¬ 
nomics and politics overlap, for example, in matters 
oi customs, taxes, and factory legislation. The busi- 
ness of the economist is to examine how governmental 
activity effects wealth, and the interest of the politi¬ 
cian lies in knowing what economic result is likely to 
n° m j^s or that course of governmental ac- 
rZL u °l func . tions of Politics is to device 

activitipJJv^k 10 r ? 1Se funds * or the governmental 
activities which have become manifold now. If a tax 
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is to be imposed for this purpose, the politician has 
to discuss and analyse what kind of tax it should be, 
how it would affect industry and commerce, and how 
much revenue the state can expect from it. The in¬ 
crease in postal rates or in duty on salt are some of 
the problems of this nature. They fall within the 
jurisdictions of both economics and politics. Regu¬ 
lative departments also such as those which manage 
and supervise means of communication and transport 
are on the borderland of both the sciences. Thus 
economics occupies joint territory at places with 
politics. 

§ 17. Economics and Law (Jurisprudence).— 

Economics is the science of the material side of 
human welfare. But material welfare is impossible 
without law and order. To promote economic pros¬ 
perity of the people, the first and most obvious thing 
which the government must do is to make and enforce 
law with a view to create a state of peace and con¬ 
fidence. Nothing else so discourages industry and 
enterprise as uncertainty and insecurity of person and 
property. A country can never have prosperity, if 
its people are robbed of the reward for their labour 
and are, through discouragement, hampered in fur¬ 
ther production. When a man does not feel sure of 
enjoying the full advantage of his own industry, en¬ 
terprise and foresight, he has no incentive for exercis¬ 
ing these virtues to the full. There can be no form 
of waste worse than that which results in the loss of 
the productive energy of the people. Hence the 
specific aim should be to establish and promote all 
the conditions that contribute to the highest economy. 
If there are persons who have no moral or legal res¬ 
traints, who kill, maim, injure, rob or deceive, they 
must be held in check and punished in order to make 
them respect law and justice. Industrial freedom 
should not be allowed to go too far; competition can 
have its own way only so long as the strong do not 
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prey upon the weak and the ferocious upon the gentle 
to defeat the object of production by unproductive 
methods. In fact, competition ought to 1x3 an in¬ 
strument for making industrial success depend upon 
production. Furthermore, to infuse confidence in 
the people to economise time and energy, the govern¬ 
ment ought to standardise coins, weights and 
measures, and frame suitable laws to punish the 
counterfeiters. That is at least what the organised 
government or society is expected to do for the eco¬ 
nomic welfare of the people. 

All this leaves little doubt for the reader to admit 
that law is essential on economic grounds. It, in 
fact, lays the framework for the prosperity of 
masses, and the prosperity of masses is what the 
science of economics deals with. Hence economics 
and law are dependent upon and inter-related to 
each other. Law is as much necessary for economic 
well-being as economic well-being for the enforcement 
of law and establishment of order. 

Besides these social sciences, there are two more, 

History and Geography which also devote themselves 

to the study of man in one aspect or another, and, 

tor that reason, bear close relationship to the science 
oi economics. 

§ 18 Economics and History.— There are two 

usupn° f V hlSt ° lleS: ^ Histor .y oi economic facts, 
usually known as economic history, and (2) History 

economics 10 ^ which ^ history^ 

facts EC T^ 0 h i S V. t0ry iS a - reCOrd of P ast economic 
iacts. it helps the economist to interpret the present 

Z 0f , th .Z P ‘ U e»mple in"2 

original 1 obieet n°f p" F? t0 Z y of bankinf-the 
£ of banks their functions and modi- 

reason?therefor 0 ti ' em from time to time with 

easons therefor and consequences thereof, etc., etc 
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The history of famines in India or any other country 
may help a good deal in establishing causal relations 
between price, supply and demand for grain. The 
influence of law and custom on price, wage, and rent 
may likewise be traced. The effect on wages of an 
epidemic of a virulent type such as the influenza of 
1918 may well be ascribed to the sudden diminution 
in the supply of labour. But this is not the only 
function of economic history. Far more important 
than this is its function of criticism, of bringing mis¬ 
takes to light. It was believed, for example, that the 
wages of labourers were determined entirely by the 
standard of living which did not affect them. As a 
matter of fact this was later found to be incorrect 
the basis of historical evidence. Similarly, the Mal¬ 
thusian theory of population has been attacked for 
want of historical support in respect of many points 
stated in it. There are certain phenomena, how¬ 
ever, whose validity cannot be established without 
reference to the past. The occurrence of credit cycles, 
the effects on trade and industrv of the discovery of 
gold mines or of the scarcity of gold, the working of a 
system of progressive taxation, the effects of machin¬ 
ery on wages, and many other problems of a similar 
character need historical material for their analysis 
and confirmation. 

History of economic ideas is a record of the his¬ 
torical succession of economic theories. Many modern 
theories in economics have their roots in the past. 
The history of their origin and development greatly 
assist the economist to analyse and understand them. 
In all departments of human action, facts and ideas 
act and react upon one another. Hence economic 
theories must be studied in relation to the economic 
facts that helped to produce them, and also in rela¬ 
tion to those economic facts which the theories them¬ 
selves helped to produce. Social institutions and 
the force of public opinion about them are powerful 
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factors that sometimes determine the course of eco¬ 
nomic development. If it were considered, for 
example, that the taking of interest from the culti¬ 
vators was immoral because they approached the 
moneylenders only in circumstances of misfortune, the 
economic development would proceed on altogether 
different lines. It cannot also be denied, however, 
that many social and economic institutions of today 
are the direct outcome of the progress of our thought 
regarding the phenomenon of wealth. For example, 
some are of opinion that the caste-system among the 
Hindus was originally due to the fact that this sort 
of division of labour was indispensable for the pros¬ 
perity of the masses in those days of struggle and dis¬ 
order. The present banking institutions stand for 
the purpose of promoting the production of wealth 
and with it the prosperity of the people. 

Thus we see that economic and history assist and 
control one another in various ways. A knowledge 
of economic theory serves the historian to understand 
what kind of historical data is likely to have an im¬ 
portant econmic bearing. To the economist it is neces¬ 
sary that he should have a clear grasp of the main 
tacts of economic history if he wants to understand 
economic, theories properly. 

, Economics and Geography. —Man cannot 

be scientifically studied apart from the ground which 
he tills, or the lands over which he travels, or the 
seas over which he trades. It would be impossible 

° f h , 1S activities apart from the dis- 
f? ° f f the . S reat features of the globe, the inevi¬ 
table theatre of progressive human activity. The 

?f ^ its . manifold features of 

and tableland, plain and desert, ocean 

and S a e nr n i rlVer ’, ' eSt an , d P rairies ’ continents 
ana islands air and rain and sunshine in all their 

environment co ^ b ^ at fl ions constitute his immediate 
environment which influences his activities in all direc- 
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tions. It not only decides his actions and move¬ 
ments but also determines the course of the growth of 
industry and the development of commerce. The 
differences in appearance, dress, habits, manners, 
modes of living, physique, ideas, occupation and cul¬ 
ture are largely the outcome of the influence of geo¬ 
graphical conditions on man, and of man’s action in 
modifying them. 

There is thus an intimate relation between man 
and his geographical surroundings. A study of this 
relation forms the subject-matter of modern geography 
whose business is to explain how position, relief, 
climate, soils and vegetation cause differences between 
different regions, and how these differences give rise 
to differences of products, of opportunities, of types 
of man, and of distribution of man. Man is the 
central theme of modern geography. He is the 
converging point of the science of economics also. 
Hence the close relationship between geography and 
economics. One studies the activities of man in rela¬ 
tion to his natural environment; the other studies the 
activities of man in relation to wealth. 


EXERCISES 

1. If you were to give an idea of Economics to your 
friend who has just passed his High School Examination, how 
would you set about it ? 

2. Discuss the subject-matter of Economics. How far 
is it true to say that Economics is the science of wealth? 

3. Define wealth and classify it, giving- suitable illustra¬ 
tions in each case. 

4. hat use is the study of Economics to social 
reformers, statesmen, traders, and workmen? How does it 
heli> the students? 

5. Wliat are the principal divisions into which the 
subject-matter of Economics is usually divided? Bring out 
their relation as clearly as you can. 

6. Bring out the relation between Consumption and 
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Production. How far do you agree with the following 
statement ? 

“It is not consumption that guides and controls 
production but production that determines what 
men shall consume and how much they shall 
consume.” 

7. What is the subject-matter of Economics? How is 
Economics related to other social sciences? 

8. To what extent is Economics related to Ethics and 
Politics? Are they so wedded that they cannot be divorced 
one from the other ? 

9. “ Economics without Economic History has no root 
and Economic History without Economics has no fruit.” 
Discuss. 

10. Discuss with examples the relation between (a) con¬ 
sumption and distribution, (b) economics and politics, 
(c) economics and psychology. 
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CHAPTER l 


THE FOUNDATIONS 


§ 1. Consumption as a Department of Eco¬ 
nomics. —In this department of Economics will be 
studied the wants and their satisfaction: how the wants 
arise, what are their characteristics, how they are 
satisfied, the laws governing their satisfaction, and 
other allied topics. As wants can only be satisfied 
with the help of wealth, the study of consumption will 
consist in the discussion of those activities of human 
beings that they undertake in spending wealth in order 
to satisfy their wants. 

§ 2. Importance of Consumption. —The older 
economists did not fully realize that it is through con¬ 
sumption that wealth leads to welfare; that consump¬ 
tion deals with wants which are the motive force of all 
economic activity; that wants are the beginning and 

human efforts. It is only in recent years 
that the great importance of the study of consumption 
has been recognized and precedence is given to it over 
t e study of production and other departments of 
economics. But before we begin the study of this 
department it is necessary to acquaint ourselves with 
the particular meanings of a few familiar terms which 
nave been borrowed from everyday speech. 

Satisfaction. —From the economist’s point 
lu ew ’, a thln f? 18 sald t0 give satisfaction when it 
no f S ^ e /vf U,e ? r W . a 5’ ds pain. Dinner which saves 
of hC P :wv° f hun S. er and g iv es us the pleasure 

feel g ?° d glves satisfaction. All of us 

feel satisfaction !f we are able t° sit down when we 

want, or if we are able to go out when we like. A 
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dentist in the act of taking out a tooth causes us pain, 
but we have the satisfaction of knowing that toothache 
would not trouble 11 s anymore. 

§ 4. Consumption.—This term, as distinct from 
the department of consumption, in economics, is 
equivalent to the word use.' When the use of a thing 
leads to direct satisfaction it is said to be consumed. 
A thirsty man consumes water when he drinks it to 
quench his thirst; a hat is consumed when it is put on 
to keep off the sun. Books, magazines or newspapers 
are in the process of consumption when we read them; 
so are the houses in which we live; and the pictures 
that hang on our walls. This sort of consumption is 
sometimes called final consumption because the things 
are being used for the final purpose for which they are 
meant that is giving us direct satisfaction. According 
to this definition of consumption, goods directly con¬ 
sumed are called consumer s goods. But when the 
satisfaction derived from the consumption of a .thing 
is indirect, not direct, the consumption is known as 
productive consumption, and the things consumed are 
termed producer's goods. For instance, when coal is 
burnt to supply warmth to a person, it yields direct 
satisfaction to him and is, therefore, in the process of 
final consumption; then it is a consumers goods. But 
when it is used in a furnace of a blacksmith melting 
iron, it yields only indirect satisfaction and conse¬ 
quently is in the process of productive consumption; 
in that case it is a producer s goods. 

§ 5. Utility.—It is the capacity of a thing to 
afford satisfaction to its consumer. A kite has utility 
for the boy who is flying it. A dose of quinine, though 
hitter to taste, has utility for the patient of malarial 

fever • • 

Usefulness should be distinguished from utility. 

An article may be injurious to health and yet it may 
have utility for those who are in the habit of using it, 
such as opium for opium-eaters. Again, even it a 
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thing is morally undesirable, it may possess utility to a 
person for the simple reason that it gives him satisfac¬ 
tion. Wine, for example, has utility for the drunkard. 
So long as things are desired they have utility. Swords 
and guns of dacoits and tools of a house-breaker may 
be harmful for the safety of person and property, but 
they do have utility to the owners who desire them 
because they can make use of them to their advantage. 

Thus utility is a relative attribute, not an inborn 
characteristic of things but possessed by them when 
they are serving some human purpose or satisfying 
human wants, irrespective of the fact whether the 

wants are morally justified or whether someone else is 
harmed by them. 

Consumption and Utility. —To consume a 
thing is to derive utilities from it and therefore con¬ 
sumption will mean the utilization of wealth for the 
satisfaction of human wants. When a thing is bein^ 

some cases the 
°F want -sat lsf ymg power of a commodity 
Ste * d °^f ’ ? S ha PP ens when coal is burnt or 
nnf d ls / at ^ n; whlle P 1 othei * cases the utility is given 

foun!^ °Z r a l0n ^ tlm «' -hen a cLi/or a 

examnWnf 18 being used - Both these cas es furnish 
examples of consumption 

sSrr 0 ' 

ant°n human destruelwn like bombing and dynamit- 

eonsumptmn A^n r des - truction are not acts of 
destroy^everythin? in’it« me 1S 3 § J 'e at destroyer; it 
faster when tknfH • course and destroys a thing 
An untenantd b bem ? consumed by human being” 

quickly than when iUs^inlTliJed bF* 

increased asTit-s^nn! 10 '^- 61 ^ tbe ut, d' t y of a thing is 
sea as its consumption proceeds though only 
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temporarily. The new nib of a pen, for instance, be¬ 
comes set and more serviceable after it has been used 
for a few days, and a pair of shoes give a better fit 
after its wear for some time. But ultimately their 
utilities are bound to be exhausted. 

1. Some Important Attributes of Utility 

§ 7. Utility goes with human desire. —Utility is 
not an inherent quality of the things but is possessed 
by them in relation to human desires. Things acquire 
utility only if they are the objects of these desires. 
Water has utility, not because it is water, but because 
it is desired by the people. No matter how strong 
and attractive a thing is, it will have no utility, 
unless it is capable of serving a human purpose or 
satisfying a human desire. ‘As a shadow follows 
a butterfly from one flower to another, so utility 
accompanies desire and abides only where desire 
rests.’ 

§ 8. Utility differs with different uses. —Almost 
everythintg can be put to uses more than one. To 
take the simplest case, water can be used in a variety 
of ways. A cup of water may have no utility to a 
man who is not thirsty; but it may have much utility 
to the same man if he needs it for a shave. In the 
sarnie way, a copy of the “Leader” may not have 
utility as a newspaper, but may have great utility as 
a means of lighting a fire. A piece of barren land 
has no utility for agricultural purposes, while the 
same piece may possess great utility for building and 
other purposes.- 

^ 9. Utility increases with the growth of know¬ 
ledge. —Man’s power of observation with the aid of 
trained* intellect and vision is developing and his 
capacity to put a thing to several uses is increasing. 
Copper did not possess as much utility before the in¬ 
vention of electricity as it does now due to its use in 
making transmission wires and generators. Kags 
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acquired more utility when it was discovered that 
they could be used for making high-class paper. 

‘ § 10. Utility is altered with an alteration in 
form I—Clay turned into bricks, pots or toys, is en¬ 
dowed with more utility, while a metal jar loses its 
utility when its shape is distorted. Wood changed 
into doors, and cloth made into shirt acquire greater 
utility as in these new forms they serve human pur¬ 
pose better. 

§ 11. Utility varies with a change in time.— 

Warm clothes which have great utility in winter 
do not have as much utility in summer. Food 
may have little utitity when the stomach is full, 
and much utility when it is empty. As the con¬ 
sumption of an article destroys its utility slowly 
or quickly, our object must be to consume that article 
when it is most useful. People store rice in order to 
consume it after two or three years when it becomes 
more tasteful. 

§ 12. A change in place leads to a change in 
utility. —Grass in a forest where it will hardly serve 
any purpose has less utility than when it is . brought 
into some neighbouring village or city where people 
need it to feed their cattle. Water in regions where 
droughts are frequent has more utility than in flooded 
areas. 

§ 13. A change in ownership brings about a 
change in utility. —A pair of sun goggles or an album 
of pictures with a blind boy has evidently no utility 
but it will come to possess a high degree of utility if 
transferred to a person able to see things. 

2. Measurement of Utility 

K A thing has more utility to the consumer if it 
gives him more satisfaction, and less utilitv if it gives 
him less satisfaction. To illustrate, a boy may get 
more pleasure from an anna worth of sweets‘ than 
rom> an anna worth of kites. These psychological 

F. 3 
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facts of satisfaction and pleasuie can be expressed 
numerically also by means of arithmetical numbers 

* V 

chosen arbitrarily. We may say, for instance, that 
to the boy an anna worth of sweets yield satisfaction 

i t/ 

which is equal to 20 and an anna worth of kites yield 
satisfaction which is equal to 15, a number less than 
20. Figures 20 and 15 serve the purpose of showing 
at least that sweets give more pleasure to the boy 
than the kites. They also express the proportion in 
which the two satisfactions stand and it is here that 
the assignment of numbers in the interest of accurate 
measurement should be carried out as carefully as 
possible. 20 is to 15 as 4 is to 3 or 1 is to -J. This 
means that the kites yield only three-fourths of the 
satisfaction afforded by the sweets. If that is a fact 
in the case of the boy, numbers 20 and 15 are quite 
correctly chosen, otherwise not. The same fact can 
also be borne out by other pairs ot numbers such as 
40, 30: 36, 27; and 8. 0. It does not matter which 
pair we choose so long as it brings out the two facts 
that the sweets give more satisfaction than the kites 
and that the satisfactions stand in the ratio of 4:3. 
The arithmetical numbers which express satisfactions 
are spoken of as units or degrees of utility. 

Utility is sometimes expressed in terms of money 
also. For example, we might tay that the satisfac¬ 
tion which an anna worth of sweets, brings to the boy 
is as much as would be derived by him on spending 
4 annas on things other than sweets, while the satis¬ 
faction which he sets from an anna worth of kites is 
equal to that which he would obtain by spending three 
annas on things other than kites. To the readers, a 
single copy of the newspaper is worth many more 
annas on account of the information they receive 
than an anna which probably they pay for it. 

Like a thermometer used to measure the tempera¬ 
ture of two bodies, which we can compare, there is no 
such instrument yet discovered for recording the 
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utilities obtained by two consumers from the consump¬ 
tion of a commodity for the purpose of comparison. 
There is no bridge to connect the utility enjoyed by one 
person with the utility enjoyed by another. For 
instance, if A takes an orange and gets 20 units of 
satisfaction from it and B takes another similar 
orange thereby getting 15 units of satisfacion, we 
cannot say on the basis of this kind of measurement 
that A gets more utility than B from the consump¬ 
tions of an orange and that B's satisfaction is fths 
of A's. The measurement of satisfaction by the two 
individuals might have been on different lines, so that 
the two numbers are not comparable. If, however, 
A or B alone had taken both the oranges one after the 
other, the units of satisfaction thus obtained would 
have been comparable. 


E2CERCISES 

1. Define Consumption. Which of its following defini¬ 
tions is more acceptable and why? 

(i) Consumption is not merely the act of eating; it, 
in fact, covers the best possible use of ’ the 
wealth that is available. 

(ii) Consumption means the use of goods in the satis- 
taction of human wants. 

2. Consumption is regarded by some as the goal of 

IZZT C wi i y • a,ld - by others as a means of restoring 
reason« ^ llch Vlew 111 your °P lmon is correct? Give 

I cdkOUS. 


. X . ame the different types of consumption and give 

“ ex r P ' eS - Take ,he exa “P les <>f a building a 

suiuotV tiT ld r« Ce c ain quan ‘ l, y °f rice to show how con- 
.umers goods differ from producer’s goods. 

^ Comment, upon the following statements:— 

10 “73““,°!"Suj* . .. d - 


I 


36 ' FIRST PRINCIPLES OF. ECONOMICS 

5. Consider whether the following possess utility:— 

v'a) A ten-rupee note with a thirsty man in the desert 
of Rajputana. 

(b) An old and dry cow. 

(c) A razor-blade in the possession of a pick-pocket. 

(d) A copy of this book with a playful boy. 

6. How is it possible for the utility of a thing to a 
person to vary? Name all the circumstances with excep¬ 
tions, if any, in which it. is possible. 

7. How can you measure the utility of a thing? Is it 
correct to say that a thing costing only an anna is worth four 
annas ? 





CHAPTER II 


HUMAN WANTS 


§ 1. Wants.—Though desire and want are com¬ 
monly treated as synonyms, they are different in eco¬ 
nomic sense. Want is an effective desire, desire 
which calls forth an economic effort for its satisfac¬ 
tion. There is no want, economically speaking, in 
the hungry eyes of a pennyless boy looking at tempt¬ 
ing hot puris in a halwai's shop. The slakeless desire 
of a miser for glittering coins only to please his eyes 
is not an effective desire. For a desire to be effective 
it is essential to have the necessary means and also the 
willingness to part with these means for the sake of 
the desired thing. 

Wants may be single or composite. When only 
one thing is the object of a person's effective desire, 
his want is a single want, but when a want is made 
up of two or more single wants it is a composite want. 
Want for rice is a single want while that for a meal 
(consisting of several articles of food) is a composite 
want. 


§ 2. Wants and Activities. —Wants are the 

motor force that sets all economic activity agoing. If 

man had no wants to satisfy, what for would he work ? 

Why would the cultivator toil, the fishermen fish, the 

coachmen drive, the coolies labour and the masons 

build? Why would the artisans, the shopkeepers, the 

doctors, the lawyers, and so many other people 

P i a£ge themselves every day into feverish activity like 

bees m a hive? Men without wants would be just 

i e |gS? a te 8 wan ting nothing and doing nothing; the 

Wn 3KB Cture econom ic activity would then 
crunTble^fcwn and vanish like a dream. It is human 

wants, therefore, that provide the motive for work 
and lend impetus to continue it. jk- 
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But every effort that is made to satisfy a want 
not only brings about its satisfaction but also gives 
rise to wants which were not felt before. New wants 
arise either because the old ones do not yield as much 
satisfaction as they did before or because the element 
of variety is introduced in them. It is a matter of 
common experience that one gets fed up sooner or later 
with the same sort of food— dal , for example, con¬ 
sumed day after day—and begins to feel the necessity 
for a change. The new* article which takes the place 
of dal gives greater pleasure and sets the consumer to 
work harder in order that he may not be deprived of 
it. Later, when he has sufficient food to eat, he 
begins to notice differences in its quality and in order 
to improve it further begins to experience the want 
for all sorts of seasonings and flavours. Likewise, a 
single cloth becomes differentiated into several kinds 
of clothes, cut in different shapes to suit the different 
parts of the body. These new wants breed new 
activities undertaken with greater vigour and interest 
to secure their satisfaction. The new activities again 
cause new wants to appear, and thus the endless chain 
of wants and activities continues for ever. 

It may be noticed that even during the process of 
satisfying a want, new wants are created. The want 
for food leads a man to work to secure the required 
articles and at the same time creates new wants for 
cooking apparatus and also the art of cooking. The 
want for a table does not only urge a man to work but 
the process of making it gives rise to wants for the 
raw materials and tools of a carpenter. 

Hard work done for the satisfaction of wants 
becomes monotonous and tiring after some time and 
consequenly creates in the worker a desire for distrac¬ 
tion or recreation. Hence arise wants f(G& sports 
and shows of various kinds. Moreover, with work 
comes the desire to excel or improve; this leads to 
wants for better tools and higher skill in using them. 
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travelling freely and the articles also will have the 
facility to move far and wide; this will naturally lead 
to an increase in the number of wants. And as 
knowledge advances and scientific researches arc 
brought to aid man in his work, his wants are bound 
to grow more numerous and more varied. Our children 
and grandchildren will surely have many more wants 
than we have, and it is riot, likely that economic 
progress will ever lead to a condition in which all 
human wants are completely satisfied. 

§ 5. Wants taken singiy are satiable. —Wants in 
general are insatiable, but if any one want is singled 
out, it can be satisfied, at least for the time being. 
From our commonest experience of life we know that 
howsoever thirsty a man may be, there is a limit beyond 
which he cannot possibly drink; howsoever hungry he 
may be, he cannot eat more than what his stomach has 
the capacity to hold; howsoever interesting a novel 
may be, it is bound to pall on the reader if its reading 
is unduly prolonged. In short, the larger is the 
quantity or the longer the duration of any means of 
enjoyment, the sooner are we fed up with it, because 
after all the capacity of a man to consume a thing or 
things at a particular time is limited. The limit may 
be reached sooner in one case and later in another but 
the fact remains that unless a person desires to possess 
a thing for the sake of mere possession, his want for it 
is capable of being satisfied at least for the time being. 
This characteristic is the basis of an important law 
known as the Law of Diminishing Utility. 

§ 6. Wants for rival commodities are compe¬ 
titive. —If a commodity satisfies a want in much the 
same way as another, they are said to be rival com¬ 
modities. They are also called substitutes as one can 
be used in place of the other. A cup of tea or milk or 

serves the purpose of quenching 
thirst m practically the same manner; each of these, 
therefore, is a rival commodity to the others. They 
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present themselves before a man’s mind as soon as he 
wants a drink, and the want for every one of them 
tries to go ahead of others. If they yield the same 
amount of satisfaction to him, the cheapest of them 
gets preference and the other two lag behind in the 
competition that ensues between them. On the other 
hand, if they are had for the same money, that one is 
preferred which yields the greatest amount of satisfac¬ 
tion. There are many such commodities which man 
consumes today that are capable of being replaced to 
some extent by others and wants for them compete with 
one another. Out of them- that commodity is ultimate¬ 
ly chosen which pleases the palate best and also suits 
the pocket of the consumer most, or gives highest 
satisfaction at lowest cost. 

On the competitive character of human wants is 
based another important law, called the Law of Sub¬ 
stitution or of Equi-marginal Utility. 

§ 7. Wants for allied commodities are comple¬ 
mentary. —Commodities which go together in groups 
or pairs to satisfy a human want are known as allied 
commodities. Fountain-pen and ink, motor-car and 
petrol are instances of allied commodities. A fountain- 
pen without ink is as useless to a consumer as a motor¬ 
car without petrol. To serve the purpose for which 
it is meant, the pen must be accompanied by ink and 
the car by petrol. The wants for the pen and the car 
must always arise before those for ink and petrol; they 
are original or basic wants. The wants for ink and 
petrol which go only to complete the basic wants for 
pen and car are complementary wants. Hence it must 
be remembered that wants for allied commodities are 
complementary not to one another but to basic wants 
alone. A carriage and a horse are commodities allied 
to one another, but wants for them are not comple¬ 
mentary to one another. Here the want for the 
carriage is basic and consequently the want for the 
horse is complementary to it. The want for a horse 
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is basic when it goes along with that for a saddle. It 
would be a mistake to say that the want for a carriage 
is complementary to the want for a horse. In a few 
cases, however, the converse may also be found to be 
true. Thus the want for one boot is complementary 
to the want for the other of the pair and vice versa. 

§ 8. Wants tend to become a matter of habit.— 
When an article continues tc enter into the consump¬ 
tion of an individual for a long time, he becomes used 
to it so much so that he cannot do without it. Stu¬ 
dents, who start smoking cigarettes or using spectacles 
merely for the sake of fashion in the beginning, are 
seen iater to have acquired the perpetual habit of 
those things and wants for them have become, so to 
say, their second nature. Similarly, the want for a 
bicycle becomes a matter of habit with those who are 
so much accustomed to ride it for short or long 
distances that they would acutely feel its absence if 
they do not get it whenever they want to go about. 

This characteristic of wants is important inasmuch 
as it determines the standard of living of an individual 
and consequently his income. 

2. Classification of Wants 

Wants are classified into (i) Necessaries, (ii) Com¬ 
forts, and (iii) Luxuries. 

§ 9. Necessaries. —There are three kinds of neces¬ 
saries: (i) Necessaries for life, (ii) Necessaries for 
efficiency, and (iii) Conventional necessaries. 

Necessaries for life. —Wants whose satisfaction is 
essential for the existence of human life constitute the 
necessaries for life. Every person requires certain 
quantity of food, articles of dress and shelter for the 
maintenance of his health and vigour and in their 
absence he is likely to impair his health and even 
endanger his life. Wants for them are undoubtedly 
more urgent than those for his other requirements. 

ey are the most urgent of human wants as without 
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them life would be impossible. Thus the wants for 
that minimum quantity of food, clothes and shelter, 
which is indispensable for holding body and soul 
together are called absolute or bare necessaries for life. 

These necessaries for life differ from climate to 
climate. In a hot country like India where people 
need practically little or no amount of clothing and 
shelter, the necessaries for life mostly consist of wants 
for a small amount of grain and water; while in a cold 
country like England they include wants for more and 
warmer clothing and shelter besides a certain amount 
of richer food and drink. 

Necessaries for efficiency .—Over and above the 
bare necessaries for life there are wants whose grati¬ 
fication is necessary for the purpose of maintaining 
one’s efficiency as an earner of his living. Some extra 
and possibly better food to keep his vigour and energy 
at a high level, warm clothes to protect him from chill 
and cold, and a clean and commodious house with 
healthy surroundings are those requirements of a man’s 
life which make him fit to do his work. Wants for all 
those things are necessaries for efficiency. To this list 
may also be added wants such as those concerned with 
provision for sickness and old age and with oppor¬ 
tunities for medical treatment and training to children 
carried upto that stage at least which the labourer 
himself has reached. 

Conventional necessaries .—To this class of neces¬ 
saries belong all those wants which a man has to meet 
in order that his prestige in society may be maintained. 
Living as a member of society, he is compelled to incur 
expenditure on wants which are dictated by social 
convention. It is regarded, for instance, as a necessary 
formality to offer a pan or a smoke to a visitor, and 
expenditure on this item has to be made willingly or 
unwillingly for the fear of social indignity. In 
ceremonies connected with marriage, birth and death, 
friends and relatives have to be invited and entertained 
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in accordance with the prescribed form, because the 
expenses go to build up one’s respectability in the 
estimation of the particular section ol society to which 
he belongs. 

On the people of this country the hold of custom 
and tradition is so strong that they would lead a 
miserable life rather than transgress old rites and 
rituals and stand low in the public eye ; therefore 
conventional necessaries exercise a great influence over 
our countrymen. More often than not, the conven¬ 
tional necessaries are oppressive specially to the poor, 
but the sensibility to prestige of an individual at times 
overpowers him so much so that he is driven to curtail 
even some of his primary wants for its sake. 

Necessaries, therefore, is a wide term; it includes 


wants necessary for human existence, for working 
efficiency, and for social prestige. The first type is 
imposed upon a man hy his physical constitution and 
climatic environments . The second type is determined 
chiefly bv reason. Man, being a creature more of 
impulse than of reason, is very often led away by glow¬ 
ing advertisements, or attractiveness of things, and 
would seldom reason out to go in for durable ones. For 
this weakness of human nature, he has to suffer as a 
comparatively poor producer. The third type is due 
to his habit of consumption or to the established 
custom of the society. The pressing force of public 
opinion or the lurking fear of losing dignity in the 
public eye renders it necessary to spend on caste 
inners, funeral ceremonies, religious observances and 
the like It is not difficult to find students who are in 
tne habit of visiting a cinema at every change of 
programme and for its sake stint some of their more 
urgent wants like that for books and stationery. 
Again, it is not uncommon to come across factory 

food Wh f ? WO ! lld stin ‘ themselves in the matter of 

c “ l0B,ry in<1, " sence m 
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§ 10. Comforts. —Comforts are wants which lead 
to a fuller and more decent life of those who possess 
them. They introduce wholesomeness in life and create 
better chances for greater enjoyment. In their absence, 
a man will neither perish, nor lose his efficiency as a 
producer, nor be subjected to social indignity, but they 
can hardly be dispensed with in a society where life is 
really worth living. No one, however poor, confines 
himself to necessaries; part of his expenditure goes for 
comforts as well. On the plains of Northern India, a 
pair of shoes to a poor peasant in cold weather would 
be a great comfort, though not a necessity. A decent 
dwelling house with a little furniture in it could hardly 
be considered necessary for a low-paid clerk, and yet 
it would mean a great comfort to him. Whether a 
want is a comfort to a consumer or not depends upon 
his occupation, income and social status. The want 
for even brown sugar would be regarded as a comfoit 
in the case of an ordinary cultivator; not so, however, 

in the case of a patwari or a zamindar. 

§ 11. Luxuries. —Luxuries are wants meant tor 

individual indulgence; they only serve the purpose of 
excessive variety or show or ultra-fashion. In some 
cases they actually lead to a loss of efficiency resulting 
in poorer, meaner and more miserable life. They are 
inessential. Expenditure on them is generally help¬ 
ed to be unwise. Wants for costly food, magnificent 
buildings and expensive motor-cars are only extra¬ 
vagant luxuries to most of the people and it the ex¬ 
penditure incurred on them is in excess of what a man s 
income allows, it is certainly not justifiable. 1 o know 
whether a man’s want is a luxury it is necessary to hno 
out how well-off he is and what particular section ot 

society he belongs to. . Q „. 

S 12 Necessaries, Comforts and Luxuries are 

relative terms.-All forms of necessaries, comforts and 
luxuries should be understood in relation to man, place 
time, income, price of the commodity, and its quantity 
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consumed. To different consumers the same commodity 
may be a necessary, or a comfort, or a luxury at one 
and the same time. A bicycle is a necessity to a 
student who will otherwise have to walk to his institu¬ 
tion three or four miles each way ; a comfort to another 
student who lives quite close to his institution hut has 
to attend compulsory games every evening; and a 
luxury to a third student who resides in the hostel 
adjacent to the college building. 

Again, the same commodity may he a necessity, a 
comfort and a luxury to the same individual at different 
places. An woollen over-coat may be a necessity to a 
man in England, a comfort to him on the Indian 
Ocean, and a luxury to him in Bombay even in the 
winter season. Similar is the effect of tne change in 
time and circumstances. An umbrella is a necessity 
to a man in the rainy season, a comfort to him in the 
summer, and a luxury to him in the winter. The use 
of fountain-pens among students has been steadily 
growing so that while once they were regarded as an 
article of luxury they are comforts today and the time 
is not far off when they will become necessaries. 

With a rise in the earning power of a person, an 
article of luxury may become a comfort or even a 
necessity to him. To a mistri or fitter in a mill, a car 
is obviously a luxury ; but if he earns promotions and 
m course °f time becomes an engineer, the car becomes 
a comfort to him Later, if he starts his own business 

bl ? ? cale and has t0 move about to supervise its 
different branches the car may become a necessity. 

into /ill® S reater ^ he frequency of an article entering 

withhfm rl consumption growing into I habit 
Rreater^eprp 0 h ^ Per ,n !f leS P ° ssess this tendency in a 
commoditv £ l la \ he dearer ones ' If the price of a 
result ° W ’ lt ,' S ennsumed more often with the 

consumed oT^ il £ ecomes a necessity to the 
consume,. On the other hand, if the price of a 
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commodity is high, its consumption is restricted and it 
is regarded as an article of luxury more or less. When 
the season of tomatoes starts, they sell at a high price 
and their consumption is confined usually to the small 
class of rich people who use them only sparingly. For 
a few days they are a luxury even to the rich. But as 
their price goes down, they enter more and more into 
their consumption and should lie treated as comforts. 
Ultimately, when their price gets lower still, they 
become an article of necessity, that is to say, an article 
of daily and unrestricted consumption. 

A change in the numerical strength of an article 
of consumption changes it from being a necessity to a 
comfort or a luxury. A shirt of long cloth is surely a 
necessity to a student; six shirts which provide him 
necessary margin for wash and change constitute a 
comfort; and a score of them a luxury beyond any 
doubt. 

All this makes it abundantly clear that the group¬ 
ing of commodities into necessaries, comforts and 
luxuries is a purely relative matter and cannot be 
carried out once for all so as to hold good under all 
conceivable circumstances. 

3. Tests in the Classification of Wants 

The classification of wants into necessaries, 
comforts and luxuries is based on the following three 

tests:— 

1. The test of efficiency. 

2. The test of expenditure and utility. 

3. The test of elasticity. 

§ 13. Basis of efficiency.— It is the most 
satisfactory basis of their classification. According to 
this test those wants whose satisfaction leads to a 
considerable increase in the efficiency of the consumer 
and whose non-satisfaction will considerably reduce 
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the efficiency or may even endanger life, are grouped 
as necessaries. (This argument is applicable to the 
necessaries of life and efficiency but not to the conven¬ 
tional necessaries as these are treated on par with the 
luxuries.) Comforts are those wants which, if satisfi¬ 
ed, add to the efficiency of the consumer by small 
increments only and, if they remain unsatisfied, the 
productive efficiency remains incompletely developed. 
Luxuries are those wants that do not add at all to the 
consumer’s efficiency; they may even decrease it; but if 
they are not satisfied there is no loss to his efficiency 
which may, on the other hand, increase. 

Of the three commodities milk, tea and wine, for 

example, as milk builds the health and increases a 

labourer’s efficiency but its absence will decrease it 

considerably, it is an article of necessity for him. 

Because tea serves as a temporary stimulant, refreshes 

him for the time being and thus induces him to put 

forth more strenuous effort, it is a comfort for him. 

In the absence of the ‘ cup that cheers ’ he will feel 

fatigued and less inclined to hard work. Wine, of 

course, is a luxury to him as most probably it will 

undermine his health and efficiency and without its 

consumption he will certainly continue a more efficient 
worker. 


This basis of classification allows us to recognize 

the first few drops of wine as necessity, a little more 

ol it as a comfort, and still more of it as a luxury to an 
industrious labourer. 

J f- . B » S1 > o{ expenditure and utility.— The 

y dei ived from the consumption of necessities is 
iar m excess of the money spent on them as, though 

f{ l nece f sltles ar e the most urgent of wants, luckily 

rrJ c °f Proportionately the least. The utility of a 

loaf of bread is almost limitless but it can be had for 
only an anna. 


__ ■^•f ) . ne y s P ent on comforts brings in utility at least 
proportionate to the expenditure, if not more, i.e. y 
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money spent on comforts is well spent. Bat the 
expenditure on luxuries yields only a temporary 
pleasure, not like the solid and real satisfaction yield¬ 
ed by the necessities and comforts. It is doubtful if 
luxuries give satisfaction worth the money spent on 
them. With the expenditure on necessaries and 
comforts this feeling of wastefulness is never associat¬ 
ed. It is easy to compare the quantity and nature of 
the utility of an anna spent upon a loaf of bread, or a 
cup of tea or a sip of wine to see wherein the danger 
of waste lies. 

§ 15. Basis of elasticity or variation in consump¬ 
tion. —The quantity of necessaries consumed remains 
more or less the same even if they become dearer or 
cheaper in the market. These are the most indispen¬ 
sable wants and consequently generally consumed in 
quantities adequate for the maintenance of health and 
efficiency. In case of the rise in the price some eco¬ 
nomy will be made but great reduction is inadvisable 
as it will injure health and efficiency. A fall in 
price will not result in any increase in their consump¬ 
tion as the quantity already being consumed is almost 
equal to the consumer’s requirements. Quantity of 
rice consumed by a labourer will not vary much due 
to changes in its price. 

But because luxuries are superfluous and meant 
for self-indulgence, their consumption can safely be 
curtailed without causing any pain to the consumer if 
their price rises. Similarly, in case of their becom¬ 
ing cheaper people will increase their consumption as 
no limit can be set to the extent to which they can be 
used for show and display. 

Comforts occupy an intermediate position and 
with a change in their price the quantity consumed 
varies reasonably and proportionately. As their con- 
supmtion adds to the efficiency and non-consumption 
causes pain, their consumption is liable to vary moder¬ 
ately due to changes in price. 
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EXERCISES 

1. What is meant by an ‘effective desire’ and how does 
it differ from an ordinary desire? Is there no difference in 
the nature of a man’s lust for power, a miser’s thirst for 
money, my want for dress and your want for a coat? 

2. “In the earliest stage of man’s development it is his 
wants that give rise to activities; later the development of 
new activities gives rise to new wants.” Explain and illus¬ 
trate your answer. 

3. Discuss the chief characteristics of wants and show 
how they are of basic importance in the study of Economics. 

4- /‘If we were to cut down our wants to the barest 
necessities of life, we must read backwards the whole recent 
history of economic progress.” Do you agree with it? 
Are tne Indian Sadlius and Fakirs backward and uncivilized? 

5. Comment on: 

(1) Wants are the beginning and the end of all eco¬ 
nomic activity. 

. * ^ » are as insatiable as our 

wants in general. 

6. Distinguish between necessaries, comforts and 
luxuries. Is comfort’ the same thing as ‘necessity for etti- 

sa r v’9 ’ Point^Ptl t ie Sa * Le thin * «* ‘conventional neces- 
* J 1 J * * the sl S nifl cance of this distinction. 

<• AMiat are the tests you would apply in classifvinn- 
wants into necessaries, comforts and luxuries? Make a list 
of the .expenditure you would discourage in the case of a 
common peasant, and a coolie found in that part of the 
country from which you come. State your reasons for doing 


student 

(cl fashion TT * ' V nablt * (o) Custom, 


q • 

comfort or a necSv 0 ”" 1 H°ow? be eitt f r a 1“™* a 

to ..v Z, necessity. How? Give examples. Is it won» 
to saj that wheat is a necessity and car a luxury? ° 


CHAPTER III 


GRATIFICATION OF WANTS 

§ 1. Law of Diminishing Utility. —Every single 
want is capable of being satisfied sooner or later. 
Take the consumption of water. To a thirsty man, 
the first cup of water would be indispensable and must 
give unthinkable pleasure to him; the second cup com¬ 
ing at a time when his thirst is less intense would not 
give him as much pleasure as the first one, but would 
still be highly agreeable; the third cup would not be 
as urgently required as the second, because by the 
time of its turn much of the intensity of thirst must 
have disappeared; and so on. The drinking would 
be continued until at last the intensity of thirst has 
completely died out, and pleasure brought down to 
the point where the man would cry ‘Enough! now no 
more of water.’ The thirst being quenched, he is fully 
satisfied for the moment.* Each fall in the intensity of 
thirst is attended with a corresponding fall in the 
amount of satisfaction got from each successive cup of 
water. In short as more and more of water is con¬ 
sumed in a given period of time, less and less of satisfac¬ 
tion is obtained from it as a result thereof. Diminution 
in utility with every additional quantity of water taken 
must result, whether the consumer is at the source of 
a spring or by the side of a well or in his house, whether 
he drinks it in the morning or in the afternoon or in 
the evening, whether A (Ahmad) drinks it or B 
(Bankey) drinks it or C (Charles) drinks it. Also, 
what is true for water is true for every other com¬ 
modity. The tendency of diminishing utility must 
manifest itself sooner or later, no matter whoever con¬ 
sumes, whatever he consumes, wherever and whenever 
it is consumed, provided that the consumption takes 
place within a given period of time. This common 
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experience of mankind points to an important law of 
consumption known as the Law of Diminishing Utility. 

The Law expressed numerically. —The facts of the 
law may be put in figures for the sake of greater 
clarity of thought. When a man is so thirsty that 
water is a matter of life and death, the utility of the 
first cup of water is infinitely great to him and there¬ 
fore can he expressed only by infinity. After having 
drunk this cup, his thirst is assuaged; consequently, 
the second cup of water is not as much enjoyed by 
him as the first one so that the utility derived from 
this cup is much less than the utility derived from the 
previous cup. Suppose the utility obtained from the 
second cup is represented by 100 units of satisfaction. 
Ihe third cup which is taken when the intensity of 
tmrst is reduced all the more, yields satisfaction less 
than 100 units. If the utility from this cup of water 
is nearly three-fourths of the utility from the second 
cup of water, it is represented by satisfaction near 
about /5 units; suppose it is 70 units. The utility ob¬ 
tained from each additional cup of water may thus 
be epxressed m numbers. Similarly, suitable figures 
may be assigned for the satisfactions derived from the 
consumption of other commodities. 

§ 2. Assumptions in the Law.— 1 . The units of 
consumption should be identical. The tendency to 
dimming utility shows itself when we assume tint 
all the units of the commodity which is befn^sum 

l a :i eq :: alin 2 uantit .y ^ ai so m q U aiit y : f 0 ^ a 

the fi 'r S1? t ° f Water I )ulled a larger quantity than 
the first sip of water, or, if the second sip were taken 

from the cup containing iced water and the first from 
brought' C OTly ai one S chW d ak at f er ’ althou £ h each draught 

men? with £ T* ha PP ened > 11 w>uld not he in agree 
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2. The period during which consumption lasts 
should be continuous. Identical units of con sum p w 
tion yield diminishing utility, if they are taken in 
quick succession but if a considerable interval were 
allowed to lapse between the first and the second units 
of consumption, the second might violate the law by 
yielding an equal or even a greater amount of satisfac¬ 
tion. One cup of water in the morning, another in 
the noon and a third in the evening may not yield 
diminishing utility. 

There shoidd be no change in the consumer. 

-During long periods of consumption the consumer 
will not derive diminishing utility even from the iden¬ 
tical units of consumption, unless, of course, his in¬ 
come, tastes, habits and fashions remain unaltered. 
For, if a man’s income increased and he hired, for 
example, a bigger house to live in, then he might be 
able to take full advanage of his four tables which 
would not be accommodated in the previous house for 
want of space and therefore caused him much in¬ 
convenience. Circumstances having changed, he 
would derive more and more satisfaction out of the 
four chairs as one by one they go to increase his stock 
of them. Similarly, his habits and fashions might 
also change with the result that the utility obtained 
from each successive unit of a certain commodity went 
on increasing instead of decreasing^ 

4. The consumer's attitude should not change .— 
So long as consumption lasts, the attitude of the con¬ 
sumer towards the commodity should not change. In 
the beginning of consumption a person mav get dimi¬ 
nishing utility from food; but later when he is over¬ 
powered by an intoxicant, his attitude towards the 
food may change and he may get increasing utility 
from each additional unit of the meal. 

Such assumptions as these are usually expressed 
by a single phrase other things being equal in the 
statement of the law. 
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§ 3. Formal statement of the Law.—Each addi¬ 
tional unit of a commodity consumed within a given 
time gives, other things being equal, less satisfaction 
to a person than the previous unit. 

The Law of Diminishing utility or, preferably, 
the law of diminishing marginal utility is the same as 
the Law of Satiable Wants. 


§ 4. Exceptions to the Law.—Subject to the 
qualifications mentioned already, the law holds good 

ex . ce P t * n the following few cases in which 
additional units of the commodity yield temporarily 
increasing, not decreasing units of satisfaction, as 
consumption is prolonged. 

.. L .J° ?. v ? r .V man, little drops of water, 

though identical and taken successively, will brine a 
greater craving for water and for some time he may 
erive more and more satisfacion from every drop that 
consumed. But after a certain quantity of water 

ed Jnd h rUn Vn e ! ntens * ty of his thirst will be reduc- 

, b! T in to have diminishing utility from 
every additional drop. The Law will come into operm 

tion after a certain point in consumption is reached. 

.• Articles of fashion and display give not de 
k ut increasing satisfaction to their' owners 

it- In this casp alcn cannot h e pushed beyond 

sumption is reachpd tli 6r a Certa * n P°i nt in con- 
diminishing utmtv from tbe° n ^ v 6r - b6ginS t0 pet 

of display is not a sin all h ^ 1 be noted that love 
whose satisfaction will comT'very sLwlJ 01 " 1108116 ° n6 
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3. A departure from the law may also be notic¬ 
ed in the case of curious and rare articles. The posses¬ 
sion of a rare specimen of old pottery, say a vase, 
gives great pleasure to the collector, but the other of 
its kind that completes the pair, may be the source 
of a far greater amount of pleasure. A horse that 
makes a pair with another of the same size and colour 
so as to be yoked together in one carriage, yields more 
pleasure than the first one. But the increase in satis- 
facion with every fresh unit continues only until as 
many units have been acquired as to make a complete 
set or group or pair, i.e., until the object of collection 
is fulfilled. Thereafter the additional satisfaction 
rapidly decreases with every addition to the total 
stock. Here again, additional utility begins to 
decrease after a certain limit in consumption is 
reached. 

It would thus be noted that these exceptions are 
only apparent and not real ones because in each case 
the law begins to operate after a certain point in con¬ 
sumption is reached. 

The following cases are supposed to be additional 
exceptions to the Law of Diminishing Utility:— 

4. It is claimed that the utility derived from 
additional pegs of wine to a drunkard does not dimi¬ 
nish. At the best the drunkard is not in a normal 
state of mind and hence outside the scope of economic 
enquiry, but even in his case the law begins to operate 
after he has taken a certain quantity of liquor. 

5. The miser’s love for money is considered as 
insatiable. Certainly there is no end to the acquisi¬ 
tive tendency but after his possessions have attained 
huge proportions even a miser must feel less pleasure 
in receiving certain additions to his stock of wealth. 
Moreover, it may be pointed out that wealth is not a 
single commodity but stands for all sorts of exchange¬ 
able possessions, and consequently its consideration 
does not fall within the purview of this Law. 
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6. The case of telephone is another exception. 
As the number of connections in a telephone exchange 
system increases, the utility of each connection is in¬ 
creasing to its owner because he can communicate with 
a larger number of people. It is suggested, therefore, 
that the Law of Diminishing Utility does not hold 
good in this case. But this is really no exception as 
the telephone owner is receiving more utility from the 
telephone exchange now that it claims more numerous 
customers and not because he has more than one line 
at his own place. If two telephones are installed in 
his house or shop, the utility of the second is bound 
to be less than that of the first. 


DIAGRAMMATIC REPRESENTATION OF THE. LAW 

Diagrams help vision and intellect to a great extent in 
the formation of a mental picture of economic truths, there¬ 
by rendering them easy to understand. The numbers already 
taken to represent the diminishing utility derived from the 
consumption of successive cups of water provide us with the 
material necessary for the consumption of such a diagram, 
in the figure given below, two lines OX and OY are drawn 
at right angles to one another. Line OX is divided into 

; ? a . c . h repre s e ntmg a cup of water; similarly, 
18 divided into equal parts which represent equal 

of w* 8at n fa n 1 J >n ' ^! vlslou 0A staillls f or the first cup 
sentTtho ° n ° + A , Stai ! ds , a . recta “bde whose height rejire- 

As the 'n?n UO r . 0f ! a V Sf ^ tl0n (leiived from the first cup. 
rectanll^L *° f satlstac lon 111 this case is infinite, the 
t • eP r at ft? . to P so to give the idea that 

represents 18 the next Vision on OX ; it 

sat 8 ^tion n eC °?i C ? ° W ? ter which yi^hls 100 units of 
hei <rhT£p\<2! 1 A ?- Sta ?i ds the ^ctangle APQD whose 
second cud of he T° unt of satisfaction from the 

stands unit! r nf 1S J° tha *, part of 0Y ’ which 

joined to nnp n f satisfaction. ihe two rectangles are 

sumption of wa?er1 f ° ^ the im l>ression that The con- 

amount of satisfaction ?J n t ln *5 0 J s and uninterrupted. The 

is similarly shown W ? btained fr ? m the third cup of water 

the rectangles in thp^’ 16 rectan "l e DR8C, and so on. All 
tangles in the diagram have equal bases, their areas 
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are proportional to their heights or to the amounts of satis¬ 
faction successively obtained. Hence so long as their heights 
remain unaltered, their areas will he unaffected even if their 
bases are made longer or shorter. In order to bring into 
prominence the effect of diminishing utility resulting from 



Cups of water 

the continuous consumption of water, the bases of the rect¬ 
angles should be made very very small but not too small. 
The rectangles should, in fact, be bars (thin rectangles) which 
are supposed to have height but no width practically. 

A glance at this diagram is enough to suggest that as 
the number of cups increases, the utility derived from each 
successive cup decreases, which is clearly indicated by the 
heights of the rectangles getting smaller and smaller. In 
such a simple case as this, the usefulness of diagrams may 
appear to be little or at least not more than that of numbers; 
but in cases where one has to deal with huge and complex 
masses of figures, diagrams prove to be of signal value in 
quickly suggesting to the eye the meanings of facts con¬ 
cealed in figures. 

There are two kinds of commodities we generally come 
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across: Divisible and Indivisible. By divisible commodities 
we mean those commodities which can be divided into por¬ 
tions of any desired size without occasioning loss in their 
values. Wheat, sugar, water are some of such commodities; 
each of them retains its identity after it is broken up even 
into the minutest divisions, and suiter no loss in their 
values. One maund of wheat, for example, can be divided 
into four heaps of ten seers each; wheat will remain wheat 
and the value of one big lot of one maund will be equal to 
the total value of four lots of ten seers each. By divisible 
commodities we mean those commodities whose value is 
impaired if they are divided. Chair, coat and horse, for ins¬ 
tance, cannot be divided without their identity being des¬ 
troyed and value undergoing much loss. If a horse is cut 
up into four pieces, the four pieces put together will not 
make the horse; also the value of the four pieces will not 
be equal to the value of the whole live horse. 

Rectangles may be used with advantage to show the 
sorts of commodities, divisible or indivisible; but a curve 
may also be used for the same purpose in the case of divi¬ 
sible commodities. To fall back to our example of water, 
a divisible commodity which can be consumed in small in¬ 
stalments of one chhatak each just enough for one draught 



SAJ- U J su PP°/ e that the successive draughts of water 
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other s ^table 0 I»l pres ^ ts ! 4 , umts of satisfaction. Any 
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utility from each successive unit of consumption descends 
or decreases as consumption is prolonged. The curve meets 
the horizontal axis in /, a point which represents zero (no) 
satisfaction obtained from the sixth pull of water. Once 
the consumption of water starts, it is supposed to have been 
continued in this case until at last the satisfaction is carried 
down to a point where water ceases to yield satisfaction. If 
consumption were carried beyond this point, further draughts 
of water would cause disutility (pain). The portion of the 
curve shown below the axis OX represents this fact. Points 
tj and b on it correspond to 5 and 9 units of disutilities 
(negative utilities) or -5 and -9 units of utilities derived 
from the 7th and 8th draughts of water. The zero-utility 
point is known as the point of satiety or complete satisfac¬ 
tion. 


y 



If all these utilities were represented by their rectangles 
as in diagram on page 49, the resulting figure will be of the 
form shown below. The curve of diagram on page 50, it 
mav he observed, is the one which is formed by the lines 
joining ab, bc y cd, de , ef, fg, gh, the corner points of the 
rectangles. The rectangular diagram and the cuive oa 
identical when the units of consumption are infinitely small. 
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§5. The Margin.—Literally ‘margin means 

end or limit. When we consume successive units of 

a commodity, we cry out after some time ‘ thus far 

and no further,’ ‘ we don’t want any more of it,’ ‘ we 

are satisfied for the moment.’ When this limit is 

arrived at, we say the margin of consumption is 
reached. 

But if the margin of consumption is reached it 

does not necessarily mean that the point of satiety is 

reached. Consumption may have to be stopped sooner 

an the point of satiety for various reasons such as 
the following: 

(a) For want of sufficient quantity of the com- 

~‘ n P tion has to be stopped before com¬ 
plete satisfaction is reached as is the experience of 
the Poor v.ho generally remain half-fed. 

dent nr^ ^ acc ^ nt . of , pooi ;q ualit y, untoward inci- 

a dknni^ f HaP lke bad cookln g- a % in the dish, or 
disquieting news, a consumer may terminate his 

consumption before fully satisfying his want thoimh 
the commodity available may be plentifuL ^ 
(c) Because of a variety of commodities nlaeed 

“° 3 ; h ~»- •» »*.» i» «m Pte d 

limited he^s a hU ca P aci ty of his stomach is 

ea“h though l° 6a - ° nly a 1,mited quantity of 
tiom gh 1 a ° ne 18 not eno ugh for full satisfac- 

discontinne^ 6 t0 Shor, i age of time consumption may be 

versation because in p n nteSt6 f & a lp e or a friendly con- 
to many duties and a he has to attend 

Period to each of them ° t6 m ° re than a limited 

utility of a commivfif “1 T ° taI Utility .—Marginal 
V a commodity is the utility obtained from that 
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unit of it which is at the end (margin) of successive 
and uninterrupted consumption of that commodity. 
Thus if a man pulls three draughts of water, the utility 
derived by him from the third draught is said to be 
the marginal utility of water to him, when three 
draughts of water are taken. Similarly, the utility 
of the fifth draught is the marginal utility of water 
when five draughts of water are taken. Marginal 
utility is understood not with reference to a parti¬ 
cular unit of a commodity but of the entire quantity 
of the commodity consumed at one time, though it is 
equal to the utility derived from the last unit consum¬ 
ed. In the example of the draughts of water, if five 
draughts are taken, the marginal utility of this much 
of water will be 6 units which is the utility got from 
the 5th or the last draught. Similarly, 21 will be 
marginal utility of 3 draughts and 13 that of 4 

draughts of water consumed. 

Total utility of a commodity is the aggregate 
utility resulting from the summation of the utilities 
obtained from all the units consumed in one continu¬ 
ous act of consumption. In our foregone example of 
the thirsty man, the utilities got from successive 
draughts of water are 40, 30, 21, 13, 6 and 0. These 
add up to 110 which is the total utility to him of the 
six draughts of water taken. If only three were 
taken, the total utility would be 40-f30 + 21, that is, 
91 while ii four of them were taken, the total utility 
would be 40 + 30 + 21 -f 13, or 104. The fourth 
draught would increase the total utility 91 by 13, or 
if the fourth draught were not consumed, the total 
utility 104 would lie reduced by 13. This 13, there¬ 
fore, which increases or decreases the total utility by 
an addition or deduction of a draught of water 
measures the marginal utility of water when tour 

draughts are drunk. # # « 

Marginal utilities are positive upto the point oi 

satiety and negative beyond it. Positive utilities 
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yield pleasure and negative cause pain to the consumer. 
Every one feels pleasure by consumption up to the 
point of satiety and experiences pain when the satiety 
point is passed over. Positive marginal utilities in¬ 
crease total utility by successive additions to it, while 
negative marginal utilities decrease total utility by 
successive deductions from it. (Total utility is a 
maximum at the satiety point .) For, 110, the total 
utility at the satiety point is bound to decrease as 
consumption is pushed beyond that point. 

§ 7.K The Marginal Utility of Money. —Money is 
only a means of exchange. It is never wanted for 
its own sake but for what it will buy. It is neither 
like articles of food, clothes and shelter which give 
direct satisfaction to the consumer, nor like tools and 
instruments that help a man to produce more wealth, 
btill it is subject to the Law of Diminishing Utility 
it a person buys an orange for an anna, the utility of 
the orange is the utility of that anna. He can have 
as many oranges as annas with him; for examole 

sumed T* W1 • bl ? y fiV i? ora ?* es ’ and if they are con- 

tJSSi 

utility from the ban.Z, “s 

a“f“f tZ tmy “ thl 

*sss£ «“ri‘ zss 

bananas 1 “ than the same spent on 

money sp^Ton^iff thi ? that the same ~nt * 
amounts P of sa^5* “ commodities brings different 

manner it can t f 10n j° the ? onsu mer. In the same 
p - argued out that the same amount of 
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money with different individuals generally means differ¬ 
ent amounts of satisfaction to them as their tastes and 
capacity to enjoy differ. But it can be said with 
reference to an individual that the greater the amount 
of money possessed, the greater the quantity of a 
commodity that can be bought; and the greater the 
quantity that can be had for consumption, the smaller 
the amount of the marginal utility obtained. Hence 
the marginal utility of money to a poor person is higher 
than the marginal utility of money to a rich person. 
But this is true only when we assume that the tastes 
and sensibilities of the two are exactly alike and that 
both of them spend their money on the same com¬ 
modities. As this is not to be met with in actual life, 
we conclude that two individuals derive from the 
consumption of a commodity marginal utilities which 
cannot possibly be compared even if we measure them 
in terms of money. It is only approximately true to 
say that the utility of a commodity is measured by the 
amount of money which a consumer is willing to pay 
for that commodity rather than go without it. 

§ 8. Consumer’s Surplus.— Consumer’s surplus 
is the excess of satisfaction which a consumer receives 
over and above that for which he pays. Suppose an 
orange is expected to yield 40 degrees of utility to a 
consumer and another, it being the second, expected to 
yield only 30 degrees. The question is,— at what 
rate will ne receive the utilities from them? ’ Not at 
the rate of 40 as the second does not yield mor ® 

30; neither at the rate of the average or (40+30) 
for the same reason. It can be said that they yield 
utility at least at the rate of 30 degrees each. It means 
that when the second is present along with the hrst, 
the worth of the first is reduced to the level ol the 
second. Similarly, if five oranges are to be eaten, any 
could be the fifth and therefore the safest statement to 
make is that all the five yield utilities at least at the 
rate of the satisfaction given by the fifth. And as the 


GRATIFICATION OF WANTS 


67 


fifth is the marginal unit, it fixes the rate for the entire 
group of five oranges. 

When the question for the payment of these five 
oranges arises, the consumer, to be on safe side, wii. 
Pay for them at the rate of the fifth. That is, though 
the five oranges will yield him utilities in the order of 
40, 30, 21, 1$ ar.d 6, he will pay for them at the rate 
of 6 only, that is, total payment will he for 6 x 5 or 30 
degrees. But actually he will receive the total utility 
to the extent of 40 + 30 + 21 + 13-j-6 or 110 and thus he 
enjoys the consumer’s surplus equal to 110—30 or 80 
degrees of utility. 

■f Money value of consumer's surplus .—'This surplus 
can be measured in terms of money. If, suppose, one 
degree of utility is worth one pie to the consumer, the 
worth of the oranges to him will be 40, 30, 21, 13’and 
0 pies respectively. But at the time of payment for 
those oranges he will not pay more than at the rate of 
h pies each the rate fixed by the worth of the marginal 

faeHon f Phl lf- w WlU receive 110 P«* worth of satis- 

80 he pays only 30 P ies and thus enjoys 

HU pies worth of consumer s surplus. J y 

T he amo Un t of consumer’s surplus enjoyed on the 

fromThese ,,'ra T 7 h ' f gh - beCause the utility derived 

usuallv lot g Th Wan S 15 great > >' et their prices are 
usually low. The surplus on the comforts is Quite 

ppreeiable, but rather low or nil on luxuries as^thpv 

3re Thecone g r d / bUt y ’ eld Httle real satisfaction 7 

matter ofZnti^ con * u ™ er s surplus is helpful in the 
thp n * imposition of taxes and control of prices of 
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sign of economic prosperity is the increase in the 
surplus earned by the consumers on their expenditure. 
Industrial efficiency must reduce the prices of goods 
and thus augment the consumer’s surplus. On the 
other hand, a rise in price of commodities reduces the 
surplus. Now that an envelope costs -/1/3 pies instead 
of one anna, the surplus on it has been reduced by 
-/-/3 pies. 


EXERCISES 

1. State carefully and explain clearly, with the aid of a 
numerical example and an illustrative diagram, the Law of 
Diminishing Marginal Utility. Show that it is as much true 
for money as for gold, silver and other commodities. 

2. If a person’s stock of a commodity increases at a 
uniform rate, the benefit derived from it increases at a 
diminishing rate.’ Explain this statement numerically and 
also diagrammatically. 

3. "What are the limitations, that is, assumptions and 
exceptions, of the Law of Diminishing Utility? How are 
they put in the statement of the Law? Are the exceptions, 
real or only apparently so? 

4. Distinguish between marginal utility and total uti¬ 
lity. If you had four laddus all alike, could you tell 
which of them was the marginal laddu? Bring out the 
relation between marginal utility and total utility. 

5. Show how it is possible for consumption to reach 
its margin before the point of satiety is reached. Under 
what condition would the margin of consumption coincide 
with the point of satiety? 

6. What is meant by consumer’s surplus? How is it 
measured? Of what use is it in practical life? 

7. When we consume more and more .units 'of *,any 
commodity (a) the marginal utility of that commodity dimi¬ 
nishes, (b) total utility increases. Explain illustrate with 
examples and diagrams. 
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commodity to another, until all his money is spent 
up. 

When more than one commodity is to be purchas¬ 
ed, the marginal utility of money does not fall so 
rapidly as it would if there were one and only one 
commodity that could be had. This is evident from 
our example of milk, eggs and wall-paper given ear¬ 
lier. For, if the consumer purchases eggs and no 
other commodity, the utility of each successive anna 
runs thus: 53, 43, 34, 26, 19,.; but if he pur¬ 

chases eggs, milk and wall-paper, the utility of each 
successive anna runs thus: 53, 48, 46, 43, 39, 

The fall in utility will be' found to be slower still if 
more commodities are included in the list of purchases, 
the rich, who can afford to buy a large number of 
commodities, haw a very gradual fall in the marginal 

y of , the 7 m ° ne y; the point of satiety in their 
case recedes farther and farther away, as the list of 

cVZ"Tf S SWellS ' Even the richest cann ot 
reach the goal for no amount of money can ever com- 
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sign of economic prosperity is the increase m the 
surplus earned by the consumers on their expenditure. 
Industrial efficiency must reduce the prices of goods 
and thus augment the consumer’s surplus. On the 
other hand, a rise in price of commodities reduces the 
surplus. Now that an envelope costs -/1/3 pies instead 
of one anna, the surplus on it has been reduced by 

-/-/3 pies. 

EXERCISES 

1. State carefully and explain clearly, with the aid of a 
numerical example and an illustrative diagram, the Law ol 
Diminishing Marginal Utility. Show that it is as much true 
for money as for gold, silver and other commodities. 

2. If a person’s stock of a commodity increases at a 
uniform rate, the benefit derived from it increases at a 
diminishing rate.’ Explain this statement numerica y 
also diagrammatically. 

3. 'What are the limitations, that is,^ “sumpbona and 
exceptions, of the Law of Diminishing 

they put in the statement of the Law ? Are the excep > 
real or only apparently so? 

4. Distinguish between marginal utility and tota u j 
lity. If you had four laddus all alike, could you 
which of them was the marginal laddu? Bring ou 
relation between marginal utility and total utility. 

5. Show how it is possible for consumption to 

its margin before the point of satiety is reache . 
wliat condition would the margin of consumption 
with the point of satiety? . 

6. What is meant by consumer’s surplus? How is l 
measured? Of wliat use is it in practical life- 

7. When we consume more and more iunits ° lany 
commodity (a) the marginal utility of that commodity 
nishes, (b) total utility increases. Explain illustrate 
examples and diagrams. 
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commodity to another, until all his money is spent 
up. 

When more than one commodity is to be purchas¬ 
ed, the marginal utility of money does not fall so 
rapidly as it would if there were one and only one 
commodity that could be had. This is evident from 
our example of milk, eggs and wall-paper given ear¬ 
lier. For, if the consumer purchases eggs and no 
other commodity, the utility of each successive anna 
runs thus : 53, 43, 34, 26, 19,.; but if he pur¬ 

chases eggs, milk and wall-paper, the utility of each 
successive anna runs thus: 53, 48, 46, 43, 39, . . 

The fall in utility will be'found to be slower still, if 
more commodities are included in the list of purchases. 
The rich, who can afford to buy a large number of 
commodities, have a very gradual fall in the marginal 
utility of their money; the point of satiety in their 
case recedes farther and farther away, as the list of 
their requirements swells. Even the richest cannot 
reach the goal, for no amount of money can ever com¬ 
pletely satisfy human wants of which there exists an 
endless variety in this world. 

EXERCISES 

1. Show how diminishing utility sets a limit to our 
expenditure on a commodity. Can you deduce from this 
any law for the guidance of people’s expenditure ? State 
that law and illustrate it imagining, for the moment, that 
,\ou have ten rupees to spend and that you are out to buy 
three things, long cloth, ghee and oranges. 

. Enumerate the obstacles which confront a consumer 

ln 6©tting the greatest amount of total satisfaction by 
spending his income in accordance with the Law of Equi¬ 
marginal TJtility. How do fashions and customs influence 
the Law in actual life? 

3. Suppose you had a brother and a sister both younger 
to yourself, how would you distribute 20 (identical) resgulla* 

among them so as to make their satisfaction a maximum, 
vjive reasons for your answer. 
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4. A man purchases two seers of wheat and one seer of 
sugar, the rates of the two things being 8 seers and 4 seers 
a rupee respectively. In what proportion do you expect the 
marginal utilities to be at the end of his purchase? 

Indicate the relation, if any, between marginal utility 
and price. Explain why gold commands a high value and 
air or water little or no value at all. 

5. Estimate the importance of the Law of Equi¬ 
marginal Utility and discuss whether marginal utility ever 
reaches the zero point in the case of water and money, both of 
which can be put to several uses. 


CHAPTER V 


FAMILY BUDGETS 

§ 1. Family budgets.—A complete statement of 
the income and expenditure of a family is called a 
family budget. These family budgets furnish an 
interesting study of the distribution of one’s income 
over various heads of expenditure. In order to 
make the best use of his money, every thoughtful 
consumer tries to adjust his expenditure in a way 
that promises to confer upon him the greatest benefit 
under the circumstances. When prices of the com¬ 
modities change, or his income varies, or his habits 
of consumption differ, our common experience 
tells us that he makes alterations in his budget of 
consumption with the sole object of reaping the 
greatest advantage from his money. 

§ 2. Engel’s Law of Family Expenditure.— Dr. 
Ernest Engel (1821—1896), the great German statisti¬ 
cian was Director of the Statistical Department, 
Berlin (1860—1882) and won a world-wide reputa¬ 
tion. He collected a large number of family budgets 
of different classes of people living in Saxony in 
1857. By a close and comparative study of these 
budgets he arrived at the following conclusions with 
regard to family expenditure: 

(i) The larger the income, the smaller was the 
percentage of it spent on food. 

(ii) The larger the income, the greater was the 

percentage of it spent on education, 
health, recreation, amusement, etc. 

(iii) Whatever the income, about the same per¬ 

centage of it was spent on clothing, rent, 
fuel and light. 

79 


80 


FIRST PRINCIPLES OF ECONOMICS 


The following table shows the percentages of the 
expenditure of the poor, the middle class and the 
rich families on the basis of which the above-mention¬ 
ed inferences were drawn. 


Engel’s Statistics 
Yearly Income of Families 


Items 

Poor 

Middle Class 

Rich 

£45—£60 

£90—£120 

£150-£200 


Per cent. 

Per cent. 

Per cent. 

1. Food ... •• • 

62^1 


55^ 

l 


50' 


2. Clothing . 

16 


18 1 

18 




>95 


•90 


► 85 

3. Lodging . 

12 


12 


12 


4. Heat & Light 

5. 


5. 


5. 


5 Education & Religion 

2' 


3 5^ 


5 51 


6. Legal Protection ... | 

1 


20 


30 



> 5 


•10 


• 15 

7. Care of Health 

1 

r 

1 

20 


30 


8. Comfort & recreation. 

1> 


2*5. 


3-5, 


Total . . 

100 

100 

100 


ine suTKing uiuiurmity m me uauiw 

tion of large classes of people as discovered by Dr. 
Engel led several investigators to collect family bud¬ 
gets in almost every country and compare them. 
Though the conclusions drawn from these investiga¬ 
tions were not in perfect agreement with those of Dr. 
Engel, yet the law of family expenditure based on Dr. 
Engel’s inferences has been confirmed in a general 

way. „ 

Food supply being the first concern of every con- 
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consumer, rich or poor, the minimum of subsistence in 
every case remains practically the same. The differ¬ 
ence in total food expenditure is due to a greater 
variety and a better quality of food articles consumed 
by the comparatively rich people, and this, in fact, is 
not proportionately as expensive. That is the reason 
why the percentage expenditure on food does not in¬ 
crease with an increase in the income. But the total 
expenditure on food does grow with the income, so 
that if the income of the family increases, a part of it 
is absorbed by food. 

As regards clothing and lodging, the requirements 
of Indian families are so varied that no general state¬ 
ment can safely be made. The essential items of 
dress do not differ much because of the climate here 
being temperate over a longer period of the year; but 
c * st .® distinctions, social divisions and western modes 
of life now adopted by many families introduce far 
greater differences in expenditure which may be much 
above or below the proportional expenditure to be 
made on this item The housing requirements of the 
people being widely dissimilar, it is extremely difficult 

farXlIrfZ ° n T Standard ° f accom modation for a 
lamily in India Two rooms are enough at times to 

serve f or every household need of the family It is 

ot necessary to have separate rooms for different 

purposes; kitchen may be used to sleep in and a fimilv 

can verv well do without a bath room or a draS 

room. Thus the expenditure on dress and shelter in 

circumstances 8 & ° f perS ° nal taste and 

, n _ ^Pending on primary wants of food cloth- 

out oft o dgI , n "' poorer fam >lies have very little left 
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The expenditure of a family thus is best studied 
from an analysis of the expenditure on necessaries, 
comforts and luxuries. 

Here is given the family budget of a cultivator. 

Family Consumption Budget— November, 1937—April 1938 

of 

Rajaram Singh, Cultivator. 

Members of family 3 Adults (1 male and 2 females), 

2 sons of 15 and 3 yrs. 


Name of the 
Article 


Quantity Rate Value 


Remarks 


1. Food— 

(a) Grains 
pulses: 
Wheat 
Gram 
Rice 

Arhar 

Aloong 

Masoor 


Md. Sr. 


Rs. a. p. 


and 


3 20 

1 5 

2 10 


14 Srs. a Re. 

10 ,, ,» 

hi „ »• 

0 ,, ,1 

10 „ 


0 0 0 
3 0 0 
9 0 0 

2 12 0 
3 5 0 

1 14 6 


Produced on 
home farm. 
Market value 
Rs. ll-3-6p. 

■Taken by turns 


(b) Ve g etables 
and Fruits : 
Vegetables 


Fruits 

(c) Sundries : 
Milk 


Ghee 

Mustard & 
other oils ••• 
Sugar & gur 
Salt 
Spices 


4 20 


5 10 0 


2 0 0 


0 0 0 


0 0 0 

2 10 0 
2 8 0 
1 2 0 
1 8 0 

35 9 6 


Assorted. Aver¬ 
age daily ex¬ 
pense being 

Seasonal varie¬ 
ties. 

Given to sons; 
supplied by 
own cow and 
buffalo. 

Home produce. 
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II. Household— 

(a) House : 

House rent 


Repairs 

(b) Fuel and Light : 

Faggots 
Dung cakes 
Lantern 

Kerosene oil (one tin) 

(c) . Pots and utensils i 

1 Lota 

2 Katories 
1 Iron ghara 

Earthen pots 


III. Clothing— 

(a) Dress : 

Warm coat 
3 Shirts 

2 Jackets (cotton 
stuffed) 

3 Dhoties 

4 Banyans 
2 Caps 

1 Pair of shoes 

(b) Sundries : 

2 Quilt 

covers 

2 Sheets 

3 Towels 


Rs. a. p. 

0 0 0 Belongs to self; 

rental value 
Rs. 2/S/- a 
month. 

2 0 0 


4 8 0 

0 0 0 Prepared at Home 
0 3 0 Lantern wick only. 

3 G 0 


0 14 0 
0 G 0 
0 15 0 
0 6 0 


12 10 0 


4 6 OFor the elder son. 
^ 13 0 

2 12 0 
2 10 0 
12 0 
0 6 0 ' 

110 


16 0 
18 0 
0 9 0 ' 


18 9 0 


IY ‘ Health and Education- 

(a) Health: 


Quinine 

Tincture Iodine 

t 


0 8 0 
0 4 0 



84 


FIRST PRINCIPLES OF ECONOMICS 



Rs. 

a. 

P- 


Tuition Fees at Rs. 2/ 

13/- 




a month 

16 

14 

0 

The elder son is a 

Books and Stationery 

1 

7 

0 

student of Class 

Half-yearly Examination 



IX in M. 

fee 

0 

12 

0 

School at Bena¬ 

Library subscription 

0 

6 

0 

res. 


20 

3 

"o 



Y. Services and Entertainments— 


(a) Services: 

Barber 

Washing and soap 
Sweeper 

Domestic service 

(b) Entertainment: 

2 Cinema visits 
2 Visits to hockey 
matches 

Guests on Holiday 

YI. Miscellaneous— 

Travel 

Cycle repairs 
Correspondence 
Religious Ceremony 
Charities 
Pan and Tobacco 


YII. Savings— 


3 8 0 Occasional shaves 
2 0 0 and hair-cuts. 

9 0 0 

0 0 0 


0 8 G By the son. 

0 2 0 

1 8 0 


7 10 G 


0 12 0 Two visits to Ben- 

0 8 0' ares. 

0 4 6 

1 6 0 Katha on Basant 

0 6 0 Panchami. 

2 4 0 

5 8 G 


Savings Bank Deposits 5 0 0 

Cash 18 0 

6 3 0 

Grand Total Rs. 10G 5 0 

N 0 te:—This budget has not been altered in the light 
of the prices prevailing in the market for fear of presenting 
an abnormal picture. 
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Summary of the Expenditure 


Heads of Expenditure 

Amount 

Percentage 
of total 

Cumulative 
percentage 
figures for 
diagrammatic 
representation 

1. Food . 

Rs a. p. 
35 9 6 

335 

335 

2. Household . 

12 10 0 

110 

454 

3. Clothing . 

18 9 0 

17 4 

628 

4. Health and Education ... 

20 3 0 

193 

81*8 

5. Services & Entertainments 

7 10 6 

7*2 

89-0 

6. Miscellaneous 

5 8 0 

5*2 

V 

94 2 

7. Savings.] 

6 3 0 

5*8 

ioo-o 


106 5 0 

100/0 



DIAGRAMMATIC REPRESENTATION OF FAMILY 

BUDGETS 


euinlov 3 A ±i° U a i nd i iut f llect > rectangles are the best to 
therefore ! 188 two dimensions, length and breadth; 

neretore t\\o facts may be shown at one and the same time 

Along the breadth is usually shown the income of the family 
ami ah’ns the length, its percentage expenditure. Since the 

U UrZ T e t f Peh, ,t T iu eacl * case is necessarily equal 

fmiinv’b^itT! e S k O ept a t 0 « ™»“y 

® s , die ke P l to he the same. But the breadth* 

ate s“ s t tk 5% 

Sv:, t “ ™3:" F r,,: 

iacmtj ol measurements to save hnih i T e 

rectansrles are rlriwn )ot 1 * lme an( * bother, 

a a» 

MS futvTsoTe 11 

length; it should neither be tnn be disproportionate to its 
diagram must give a pleasing appearance and fo°°tl b ‘ K ' The 

a convenient scale of measurement for the in ’ * 1 “? p 'T 1,ose 

along the base is necessary No 1 V lac ? me to } )e shown 
laid down for the choice nf A •* l\ ar< a ? ( * ast ™l e can be 
less a matter smtable sca *e which is more or 

space available for the dk®ram UrP ° Se “ vieW ’ a,ld the total 
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33-5% 


'ood 


11-9% 


^'Household 



17*4% 


:%g%CIothing: 


19 0% 


Health.and Education 


7-2% 


Services and Entertainments 

■ ,wv V; 

//✓ / y % # * _ It ^ /. . 


-tit" 7TT^777777yr^/^/// W*'. *> '/'S', > ^ 

--5 27 - Miscellaneous 

‘^r ^ ^ ::::: 

~~5'8%~ =^~ — Savings - 

- T ~i i i ~i i 1 i~ 1 1 TT* T -1 ‘ n ’ cV __ 

-Scale. 1" along altitude = 20/— 

--—i—i—i—i—i—i—l—r—1 i ‘ ii *_ i 

_ tf l n along base = Rs. 50- L 

_ I 1 1 1 » i ■ ■ « « «—I—I » » A 1 1 1 1 

To show the distribution of income over various heads of 
expenditure, each rectangle has to be sub-divided. 11ns sud- 
division is carried out thus: First, the scale of peicentages 
is marked along the length of the rectangle. then tne 
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cumulative figures of the percentage expenditure on various 
heads of expenditure are worked out. This is done by simple 
addition. The cumulative figures are marked along the scale 
of percentages in their proper places and from the marks thus 
obtained, horizontal lines are drawn parallel to tlie base, thus 
dividing the entire rectangle into sections or components. 
Since there are seven heads of expenditure, the rectangle is 
divided into seven components. These components should 
have the same order in which the various heads occur in the 
scheduled expenditure of the family. 

If there are several rectangles representing the expendi¬ 
ture of several families, they must be placed side by side in 
a vertical position with their bases falling in the same straight 
line, lliis should bring corresponding components against 
one another and thereby render comparison easy. To further 
facilitate comparison, corresponding components are often 
given the same tints, but colours should not be used, if they 
are likely to be expensive and also to spoil the appearance of 

atisteffT' ° n , lyafew kn ?' v W ‘o put in colours 
itl nl 5 ' ? “ l consequently the alternative method of 
hatching, barring, crossing, dotting, etc., is used in place of 

colouring This is fully illustrated in our diagram which 

looks quite attractive even without colours. When components 

aTother 8 a ti a ‘ ed ,' J hey . Bta “ d ° ut ( >uite o£ 

another although forming part of the same rectangle. 

ii 

compared '^Tliev’must ?° SSess «>* u-it of being easily 
They must be ac^urateh^an^^i 6 i° f bein " read rapidly, 
a suitable heading and scahf HThe^ofln^' They mu . st have 

be found of great lieln in rom if • owm ff mnemonics will 
oi great Help in remembering these points 

Comparison. 

Heading and legend. 

Accuracy. 

Rapidity of reading, 
fidiness, neatness. 

Every letter of the word ‘ CHART > is made use of. 
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1 . How TO COLLECT BUDGET INFORMATION 

Before an attempt is made to collect facts and 
figures it is necessary to learn how to get the correct 
information required for a family budget. 

Time .—Time is the first thing to which the pro¬ 
posed inquiry is to relate. It is only for a certain 
period of time that income and expenditure of an 
individual or a family can be calculated and compar¬ 
ed. No doubt the consumption of commodities con¬ 
tinues without a break; yet to facilitate the task of 
taking stock, it is indispensable to imagine a break in 
its course at the end of a period and compare it with 
the income that has accrued within the same period. 
The period may be a week in case of people who earn 
weekly incomes, a month for those who are paid for 
their efforts after a month, or a season for those who, 
like farmers, sow and reap two or three crops in the 
year. 

Questionnaire .—The investigator should put 
down the questions that he is likely to ask for the 
purpose of his investigation. This enables him to get 
a clear-cut notion of the nature of the information 
needed. To make the task of investigation easy, the 
questions ought to be classed under suitable broad 
headings. Those that fall under one class should be 
simple, plain and quite relevant to the inquiry. They 
must be capable of being easilv and quickly under¬ 
stood by the people who may be illiterate and whose 
condition is being investigated. Such questions as are 
likelv to cause annovance should be either avoided or 
worded very tactfully and carefully. Questions 
touching self-respect or private life are generally oi 

this nature. , , 

Representative family .—The next thing to do 101 

the nurpose of collecting material for the construction 
of a family budget is to select a family which is tairly 
representative, that is to say, the type of which is 
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most commonly met with. It should neither be too 
big nor too small. If a farmer’s family is selected, it 
should not be an extraordinary family. If an arti¬ 
san’s family is selected it must be as typical of the 
class as possible. 


It should be carefully borne in mind that very few 
people especially in villages keep a detailed account 
of their expenditure. The typical men have to be 
selected out of them. Hence if they are approached 
it is seen that they supplement their accounts from 
memory, and the memory is apt to be biassed by 
notions as to how the income ought to have been spent 
especially when the accounts are put together for 
another s eye. If, however, those are approached 
who keep careful accounts and are willing to give 
correct information voluntarily, they are often not 
typical. But this should not discourage the investi¬ 
gators, whose skill lies in extracting out of the typical 
family the information they require. 

Conducting of inquiry .—In order that the object 
of inquiry may not he defeated, the investigator ought 
to convince the informants at the very outset that he 
. is no agent of the Government because he is likely to 
be mistaken for one; that he is not collecting facts and 
figures to get their revenue or taxes enhanced for 
otherw 186 the poor villagers wili be suspicious and 
ghtened and will probably not give correct figures 

duo finer Z°> me and e ?P enditu ' e ; that he is con- 

mnJtT ^ 1 1 nf l u 1 r .Y f °r a definite purpose which 
must be clearly stated. 1 

The questionnaire must be read carefully before a 

what sort 8 of Ut f If ‘1? m r Stigat0r knows full well 
sublet tlL information he seeks to gather, he can 

necessari t0 a se ? rchin K examination if 

out of hL 1 f hei ' e ^ g - et the “formation tactfully 
out ot him. Before the inquiry is actuallv started if 

IS necessary to make friend^ with the Smant The 

imestigator will always find it to 'his advantage to 
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speak kindly and gently to him and to make him feel 
that he is keenly interested in his welfare. But he 
should not either joke or laugh too much during in¬ 
vestigation, because too much indulgence in these 
matters usually leads the other party to think that the 
investigator is not serious about his business. If this 
impression is created, the informant finding that 
his time is wasted would like to go away. Haphazard 
questions generally confuse the informant. He 
should, therefore, be asked such questions as are 
closely connected to one another and belong to one 
single group. This course will make his task of 
supplying correct information much easier. The 
informants are generally not very intelligent and 
quick-witted. They take much time in recalling facts 
and figures. Hence sufficient time must be allowed 
for the answer of a question before another question 
is put. If it be suspected that answers are not trust¬ 
worthy and that the facts supplied are distorted, 
exaggerated, coloured and unreliable, a gentle cross- 
examination may be undertaken, but the informant 
should not know of it, otherwise he would resent it. 
Immediate neighbours may sometimes be , consulted 
with a view to verify the facts and figures collected. 
If still there is any doubt about the accuracy of the 
information, it should be rejected. The more prob¬ 
able and trustworthy facts alone ought to be accepted. 

In order to estimate the losses of the informant, 
the investigator should state a few common sources of 
loss to him and thereby set the memory of the infor¬ 
mant at work to think out if he has suffered any.^ 
He may, for instance, suggest in the case of a pottter 
that the pots usually break before and after they are 
baked; in the case of a farmer that wild animals, birds 
and erosion damage his crops; and in the case ol a 
goldsmith that his goods are subject to theft. 

Ignorant people are not likely to supply in ™ rl }! n ' 
tion in the form in which the investigator would like 
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to have it. He himself is, therefore, required to con¬ 
vert it to proper form and not unnecessarily trouble 
the informant through a volley of questions to do the 
same for him. The farmer may not be able to tell 
him exactly what quantity of corn was produced from 
his fields. He may, on the other hand, tell that it 
must not have been less than four cart-loads. This 


can be turned into maunds by knowing the capacity 
of a cart. In the case of a farmer, it may further be 
necessary to convert a part of his produce into 
money. A good deal of grain, fruit and vegetables, 
which enters into his consumption is grown by him. 
That is his income as well as expenditure. But this 
expenditure is in kind whereas his other expenditure 
is in money. To make it fall in a line with his other 
expenditure, the expenditure in kind has necessarily 
to be turned into money. This conversion, in fact, 
should be based on the prices of those articles at the 
Consurn pt'ion. Such prices, however, . cannot 
be had Hence the prices of those things prevailing 
at the harvest time ought to be used, though this can 
hardly be said to be the right procedure. For this 
reason the budget of consumption must contain not 

t0 , tal expenditure in money but the quantities 
and the rates of the commodities as well. 

, 11 the time of investigation, short notes are enough 

T Wer , S returned * as soon as the inquiry 

f ’* formation must be duly entered, other- 

memory ^ lS are lke y t0 become mixed U P or sli P out of 


2. Purposes served by Family Budgets 

irrnnrta the ho ™ eholder > family budgets are of great 

on l h» Ce 't i T ^ eV i SerVe “ the most effective check 
Th„c tht rmfu } eaka £o—extravagance or wastage, 
ihus they regulate his expenditure direct it on 

Sg°ht er No eS h and L h u eby tGach him tbrift and fore¬ 
sight. No householder can afford to let money slip 
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through his fingers; consequently he has always to 
assess properly the urgency of all his wants, present 
and future, to give each its due importance in his 
budget with the object of getting the greaest satisfac¬ 
tion. The art of securing the maximum satisfaction 
out of a given income consists not only in distributing 
expenditure so as to get as much satisfaction from 
the last unit of money spent for one thing as from the 
last unit of money spent for another, but also in dis¬ 
tributing expenditure over different periods of time 
in such a way that the last unit of money spent at one 
time gives as much satisfaction as the last unit of 
money spent at another. By comparing budgets from 
month to month, the household is able to locate the 
items on which a little reduction or a little increase 
of expenditure is likely to result in his greater well¬ 
being and higher efficiency. 

To the economist , family budgets provide an in¬ 
teresting and instructive study. They help in the 
formulation of such useful economic laws as Engel’s 
Law of Consumption. Through them he gets an 
insight into the real economic condition of the people 
whose budgets he studies. They can serve to show 
whether the people, cultivators in India for example, 
are happy and prosperous, whether only a few of 
them, e.g., capitalists, enjoy the niceties while others, 
e.fj., labourers, are deprived of even the necessities of 
life, whether necessaries, decencies and ordinary com¬ 
forts on which the richness of life depends are within 
the reach of all, or the majority consists of the wretch 
and unfortunate who are almost crushed under the 

pressure of grinding poverty. 

To the statesman, family budgets serve a very 

useful purpose. There is no means better than the 
family budgets that can more vividly reflect the effect 
of any taxes levied on articles of general consumption, 
that can more truly tell which class of the people wil 
bear the burden of a certain tax. He can know from 
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them whether there is the necessity of a legislative 
measure to put a stop to, or to regulate the consump¬ 
tion of harmful articles. He can also see from them 
whether a progressive rate of taxation is likely to 
benefit the public by cutting down the inequalities that 
exist in the ditsribution of wealth per capita and by 
redistributing the amount of money thus realized in 
a more equitable manner. 


EXERCISES 

1. What are family budgets and what are they useful 
for? To the householder? To the economist? To the 
statesman ? 

2. What is Engel’s law of consumption or family 
expenditure? How far are its conclusions applicable to Indian 
conditions? 

3- How do you collect budget information when your 
teacher wants you to do it? Take the case of a potter to 
illustrate your answer. 

4. \\ hat are family budgets? Why are they con¬ 
structed? Are there any laws that Govern the expenditure 
of large and small iucomes on family budgets. 

5. Prepare an imaginary budget for a Muslim tailor’s 
family of five (a father, a mother, two daughters, four and 
fourteen years of age, and a son, eighteen years of age). 
4igure out the percentage cost of each group of items to the 

otal cost of the budget in question, and draw a diagram to 
represent the expenditure. 

i , Th® following are the expenses of a labourer: 
Ata -/2/G a day; pan and biri -/-/a a day; wood Rs. 2/- a 
month; oil and ghi Rs. 2/- a month; rice -/-/G a day; a pair 

/a/ 6S Rs ‘ 2 / 4 a y ear ; house-rent Rs. 3/- a month; sweets 

-»/- a month ^vegetables -/-/G a day ; sweeper -/4/- a month; 

charpa! Rs 1/2 a year; kerosene -/2/- a week; dhotis Rs. 3/- 

a year ; salt -/2/- a month, country liquor Rs. 21- a month; 

her clothes Rs. 3/12 a year; debt payment Rs. 2/- a month; 

religious and social expenses Rs. 6/- a year; travel Rs. 3/- 
a year. ' 

Calculate all expenses on a monthly basis (a month = 30 
ays or 4_weeks) and classify all the expenditure under general 
leads. Draw a diagram on the same scale as that of the 

r»o»^ rain ln ^ le kook. How do the two diag*rams 

compare with one another? 


CHAPTER VI 


STANDARD OF LIVING 

§ 1. Meaning of Standard of Living. —General¬ 
ly speaking, by the standard of living of a person is 
meant his customary plane of existence or his habitual 
consumption and is thus determined by the wants to 
which he has become accustomed due to long consump¬ 
tion. Consumption of necessaries, comforts and 
luxuries over a sufficiently long period of time be¬ 
comes so much a matter of habit with the consumer 
that it may aptly be described as his second nature. 
Habit once formed does not easily change though a 
certain degree of elasticity is possessed by the stand¬ 
ard of living which it is easier to raise than to lower 
it. The standard of living varies from class to class 
and nation to nation and also from one period to 
another with the same class or nation though it is 
seen that individuals belonging to the same class have 
practically one standard of living. 

§ 2. High and Low Standard of Living.—A 
high standard is distinguished from a low standard in 
so far as it ensures both a greater economic well¬ 
being and a greater productive efficiency of the con¬ 
sumer, i.e., it leads to a better and fuller life and 
makes the consumer a more efficient producer. A 
low standard of living, on the contrary, cramps the 
consumer’s life by preventing its full growth and 

reduces his efficiency as a producer. 

§ 3. Expensive and Cheap Standard of Living. 
Just because wants constitute the standard ol living, 
it should not be supposed that an individual having 
more numerous wants and therefore spending more 
money on their satisfaction shall have a high standard, 
while another person spending a smaller amount ot 
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money on a fewer wants shall have a low standard. 

An extravagant living is certainly an expensive 

standard of living but not necessarily a high standard. 

Similarly, a frugal living may not’ really be a low 
standard. 

Really speaking the standard of living is determin¬ 
ed not only by the number of wants but also by the 
nature of those wants; that is, not only by the amount 
of money spent but also by the way in which it is spent. 
. or ^stance, a clerk spending Rs. 90 out of his monthly 
mcome of Rs. 100 may be living expensively but need 
not have a higher standard than that of another clerk 
who spends only Rs. 80 out of an equal income, 
ihough the second clerk lives more cheaply, yet he may 
be exercismg care and judgment in selection of wants 
and their satisfaction and thus maintaining and 
improving hm efficiency while the extravagant clerk 
ug t be after all spending his money indiscriminately 

ht r nl U a S d J?* ury consum Pkion and thus ruining 
his hcailli and efficiency. In conclusion, if the major 

| art of a person s income is spent on the necessaries of 

ite and efficiency and reasonable comforts, he should 

be considered to have a high standard; but if a big 

reauiremp 1 t° f 1S t 1 f ld out , on conventional necessities 8 
equ ire m ents 0 f getting and maintaining a big family 

stand°ari UXUrl fu specia ^ of a harmful ” attire, 
tandard must be considered as low 

the sta 4 nd a rH an f d ^ d ° f L f iv l n 3 in India.-On the whole 
lower than 1 1V1 a R ^ l ndlanS is low - really much 

mmL nf !n,?, 0nC US10n 18 l ustifled both by the low 
ance of erm P \ T ca 'P lt< * and also the preponder- 

average Indmn Th e ^,? nd '- tUre c in the budget of a " 
though the T i h followln " fi g ur es will show that 

stead.Tv 1 ;®, P head average income in India has been 

countrfes anH Slng ' 111S -f fl1 ™ ch below that in other 

much lower necessanl y thc refore the standard is 
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Year 

Estimated by 

l J er capita 

1870 

Dadabhai Naoroji 

... Rs. .20 

1900 

Lord Curzon 

,, 30 

1913 

Wadia & Joshi 

... „ 44 

1921 

Shall & Kliambatta 

... „ G7 

1921 

G. Findlay Shirraz 

... „ 107 

1922 

yy yy y y 

... „ H3 


A comparison with the following figures will be 
illuminating. 

Country Income per head 

U.S.A. ... ... - Ba. 2,053 


Canada ... 
U. Kingdom 
France 
>J apan ... 

India 


y y 


y y 


y y 


yy 


yy 


1,268 

1,092 

636 

271 

113 


The difference in the standard of living great as it 
is, is accentuated if the view is accepted that the per 
head income in India is not Rs. 113 but Rs. 82 as shown 
by some Indian economists. Out of this sum Rs. 10 
per year is taken up by the Central, Provincial and 
Local taxation, and in the case of the farmers and 
artisans that constitute the bulk of Indian population, 
a good percentage is lost by payment of interest on 
huge indebtedness. Thus the effective spending power 
is greatly reduced. And yet this expenditure is regulat¬ 
ed more by conventional necessities than by those ot 

health and efficiency. . mThp 

,/S 5. Causes of Low Standard of Living. ( 1 ) t ne 

fundamental cause is the poverty of the people as is 
shown above. And this low income in India is due to 
a variety of causes, the most important being the un¬ 
developed economic life of the country. The fact that 

the enormous natural resources of the country Inr!™ 
been fully developed is borne out by the following 

figures:— 
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Country 

• 

Income per capita 

Industries 

Agriculture 

U. S. A. 

721 

175 

Canada 

470 

213 

U. Kingdom 

412 

02 

Japan 

158 

57 

India 

• i « 

12 

59 


xnuia picuuminaniiy an agricultural country 
and yet the income from agriculture is pitifully low 
because of the primitive art of cultivation. A thorough 
overhaul of our agricultural industry is urgently desired 
though so far only halting steps have been taken in 
this direction. But it should be recognized that no 
improvements m the method of agriculture can enable 
it to yield an income approaching that secured from 

S ^ a e industries - The remedy obviously lies 
in rapid industrialization of the country. 

u 2 \ ever-increasing indebtedness of the aeri- 

their P1 Q S f tS 'a a / re ? t 1 hindrance ^ the improvement of 
aDDliopht 11 ^^ f 1Vmg and the same argument is 

Selves ® 6 f ° r them to s P end u P°n 

their 3 ^ °J \ he i amih J is another factor for 
India i^ TTt l ^ S llVln ?' The average size in 
have smallp 5 f ut beca \ lse the richer people generally 
poor clTs ’ f r T' h - S ’ the ™ mb er of members in the 
The u km f iv V s m n Ch hlgher than the average. 

earnZ mLk ‘ g farail J naturall y leaves less for the 

hedth g aZ ■ t0 Spend , u P° n the ne eds of their 
] ow efficiency and thus their standard is 

deratioZ^pi?^• t ^ leSe ^ act ° rs there are certain consi- 
-■ j.7 discourage hard work and encourage 


'v F ' 7 

m / 

* ' 
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cheap living and thus are responsible for the low 

standard of living in the country. 

4. The physical environments of the country , its 

mild climate without the rigours of cold winters, keep 
the wants of dress, shelter and food, all at a low level. 
One cannot help marking how little is wanted to keep 
alive a person in this country as compared to cold 
countries of the West. This realization often seems 
to remove the necessity of hard work and greater 
enterprize and hence the poverty of the people and 

their low standard. . , 

5. The attitude of the people on life , is also 

responsible for their low standard. The Indian culture 
has never been acquisitive or selfish. It has always 
distinguished itself by giving and sacrificing and not 
by possessing and consolidating. And in spite ot 
various economic and political changes through which 
Indian society has passed, this characteristic still 

persists. Religion also teaches to give here so that one 
may receive hereafter; it also preaches aloofness from 
material world as the only means to attain salvation. 
These points of view may be undoubtediy grounded on 

solid philosophy yet they have 

making economic advancement, have glorified pover y 

and are responsible for their low standard. t ,, 

6 Simple living and high thinking , is a noble 

maxim but it has been wrongly understood to mean 

that low standard of living leads to mo 

ment Poverty is not the cause of spiritual greatness 

though spiritually developed people renounce the worid 

and Its attractions. It is time. people realized that 
the satisfaction of primary requirements u.the h 
condition of peaceful contemplation and undwtar^ 

religious life, and devoted more effort*i to> the p a 

tion of wealth and improvement of the tone 

tion ot ^ ^ gduc l t±on is ak0 responsible for low 

standard of living, as it narrows °“ an d 

prevents the growth of wants for self-expression 
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self-improvement. Because illiteracy is prevalent more 
in the rural areas than in the urban and also because 
the villagers do not come in cultural contact with the 
city people, their standard of living is lower and does 
not improve. 


§ 6. Is the Standard of Living in India Rising?— 

It is difficult to give a definite answer to this question 
in the absence of accurate and adequate statistical 
information on the economic conditions of the people. 
The figures relating to the income per capita are at the 
best only estimates. Similarly, the deductions made 
from income in the form of taxes and interest on debts 
cannot be properly calculated. Yet there are certain 
grounds on the basis of which it may be inferred that 
the tendency is for the standard to rise in India. 

i n • t ^ le e ®^ ma tes of income per head as given 

by (j. r. Shirraz be called excessive and Rs 82 be 
accepted as the more correct estimate, this income is 
tour times as much as that of 1870 and about double 
of the pre-war figures showing an appreciable increase 

n snitenf ?° nse( l ue « tl y ™ the standard of living 
in spue of a rapid growth of population in the country 

Itw CUS !° n i S a v° borne out b V the figures of grow¬ 
d An a aTl 10 ronn'd Indla ’ S lnternal tra <£ and industry. 
An all round improvement is also visible in the 

enioveH qUa lty the commodities and services 

i" : or, i;"" e '" th T f*»*»«com P „“™ 

nonituroS'£ tt,'?!" 1 l “ , " J Indi “ 

in greater numbers* radinc°°^ S and magazines are read 
of .ntert.tament. , S «*S£“f tr S^“ d 
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increasing extent. All those indications undoubtedly 
point to a general rise in the standard of living of the 
people. Though it may be conceded that the rise in 
the Indian standard of living is not as sharp as in 
industrially advanced countries of the West and East, 
and also that the rise has occurred more in the standard 
of the city people than in that of the village folk. 

§ 7. Standard of Living and the War. —The 
second world war in course of its six long years has 
brought about unprecedented changes in the econo¬ 
mic life of the people in India, which though eco¬ 
nomically an undeveloped country, had to bear pro¬ 
portionately a heavy burden both on her own account 
and that of the United Nations. The amount of 
money in circulation rose more than fourfold of the 
prewar quantity and the prices rose by about 300%. 
Though increased income resulting from expanded 
production and sale to foreign government and con¬ 
sequent scope for employment, reached a very high 
level, a corresponding rise in prices coupled with the 
scarcity of consumption goods was responsible for a 
lowering of the general standard of living. The war 
presented a paradoxical example of bulging purses 
with empty cupboard. But India was no exception 
to the rule which applied to all the belligerent 
countries, specially of Europe and Asia. 

But the prospect has brightened. Savings have 
been accumulated by private individuals in. the form 
of hoards and postal and bank-holdings, by richer 
people in the form of shares and debentures of 
enterprizes running and to be started and by the 
various governmental bodies in the »form ot recon¬ 
struction funds. This enormous saving when utiliz¬ 
ed in production will provide cheap consumer’s goods 
in plenty and will ultimately help in raising the 
standard of living of all who have saved. The open¬ 
ing of the regular international trade will also place 
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at their disposal the fruits of increased technical 
efficiency of the world and the average well-being of 
the. common man is bound to increase. 

§ 8. Standard of Living of Working Classes.— 
The most satisfactory basis of determining the standard 
of living of any particular class is formed by the 
enquiries into their family budgets but unfortunately 
such an investigation has not been undertaken in India. 
The Bombay Labour Office has carried out two such 
enquiries in 1921-22 and 1932-33 for working classes 
! n Bombay city while similar enquiries were conducted 
in Sholapur, Ahmedabad, Nagpur, Jubbulpore and 
Cawnpore. The following comparative figures regard¬ 
ing the distribution of expenditure will serve to indi- 

cate the standard of living of working classes at 
ditterent centres. 


Percentage Distribution of expenditure 


Heads of 
Expenditure 

Bombay 

1932 38 

4hmedabad 

1933-35 

IJagpnrj 

i 

1927 

Jubbulpore 

1927 

Madras 

1938 

Food 

46 60 

49 31 

6410 

6600 

52 63 

Clothing; 

775 

912 

1070 

1086 

4*50 

House rent ... 

1281 

1097 

192 

1-44 

11*14 

Fuel & light 

. 7-11 

6 65 

9 62 

7 95 

6 67 

Miscellaneous 

% 

2573 

23 95 

13*66 

13*75 

25*06 

Total 

100 00 

100 00 

100 00 

100-00 

100 00 


extent by ’u cond * ti . OIled to a great 

following figures will and lts income, the 

g ngures will be of interest in this connection 
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Average 
of family 
persons) 


size 

(in 


• • 


ly income. 





Bombay 

Ahmedabad 

Nagpur 

3-70 

4*05 

433 

Rs. a. p. 

Rs. a. p 

Rs. a. p. 

50 1 7 

45 5 0 



Jubbulpore 


376 


Rs. a. p. 


Madras 


603 


Rs a. p. 


37 5 11 


It will be seen that the ‘miscellaneous’ group, 
which includes such items as interest on loans and 
instalments of debts repaid among others, accounts for 
a comparatively large percentage in Bombay, Ahmeda- 
bad and Madras while in the cities of C.P. is nearly 
half as much. Accommodation is again cheaper in the 
C.P. with the result that the percentage expenditure 

available for food is greater. 

EXERCISES 

1. Analyse the concept of ‘ standard of living. 

how it varies from time to time, class to class and country to 

country. . , 

2. Distinguish between (a) high and expensive and 
(b) low and cheap standard of living. How does the standard 
of living influence the economic well-being r 

3. Is the standard of living in India lory ? Give reasons 
that are responsible for this state of aftairs and suggest 

remedies. . . * 

4. “ The standard of living of people in India. ha 9 
lately rising steadily.” Comment upon the statement with 
special reference to the effects of world var II. 

5. It is often said that the customs, institutions, re lgions 
and moral ideas of the people of India favour a comparatively 
low standard of living. Is it a fact. Discuss. 

6. Account for the difference in the percentage 

tures of working-class men of Bombay and i * ^P tisan 
do these compare with the consumption budget of * 

of your own town? 









CHAPTER VII 


SOCIAL SIDE OF SPENDING 

§ 1. Spending and Saving.—Spending means the 
utilization of money for the satisfaction of present 
wants, while saving means laying aside a portion of 
present income for expenditure at some future date. 
The difference therefore is that of time: spending is 
expenditure today; saving implies expenditure later on. 

§ 2. Relation between Spending and Saving.— 
Assuming that a man’s earning remains constant, his 
expenditure will determine the amount of his savings. 
If he spends a large amount he can but save little, but 
if he spends less he can save more. If he feels that 
difficult times are ahead and he has not enough to fall 
back upon, he should take care to reduce expenditure 
and effect a little more saving. Similarly, if he is try¬ 
ing to save more but finds that the amount left for 
piesent expenditure is insufficient to make both ends 
meet and causes inconvenience to life, he should wisely 
reduce paving 8 and spend more on the present wants. 
A prudent man will always endeavour to distribute his 

expenditure over his present and future needs to the 
best of his advantage. 

Saving increases spending in the future. Money 

me * n f ^ Productively used in the mean time 
and this will bring m extra income to the saver. If a 

nnrrU^ sav es Rs. 100 today and puts it in a bank or 
Pcn‘ ases P° stal Cash Certificates, after 5 years when 
be spends these savings, they would have amounted to, 

• ^ representing an increased power to spend 

in the hands of the saver. 

disHnoWwlT^ a " d Hoarding.—Saving must be 
monev U. h0T % hoardl J n g which means keeping 
“namernL /• Safe „° r und ? r g r ound or in the form of 

rr?v™ t ]eWe ery '- Hoarding neutralizes money 
and prevents its productive use. To this extent it is a 
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disservice to the community. In this form it is liable 
to wear and tear and pilfering and stealing, and is a 
loss to the individual also. That is why hoarding is 
to be discouraged both from individual and social point 
of view. 

People hoard either because they are influenced by 
habit or custom as Indians generally convert their 
savings into ornaments, or because the investment 
facilities are not available, as in rural areas where 
people are obliged to keep their savings at home. In 
the past, India has shown extreme partiality for the 
precious metals specially gold that was imported and 
absorbed by private individuals in huge quantities. 
Though this habit has earned for the country the 
nickname of the “sink” of precious metals yet the 
ornaments and jewellery of the people have often 
rescued them in times of famines and financial 
stringency when harvests were destroyed and business 
was depressed. Moreover, the rich countries of the 
West like the U.S.A. and France controlling the 
major portions of the world supply of gold have ex¬ 
ceeded India's thirst for this metai though there it 
has been utilized more for monetary purposes. But 
India too has shown since 1931, when gold in enor¬ 
mous quantities began to be exported, that gold lying 
in her hiding places can be available for productive 
purposes in times of emergency. 

§ 4. Individual Expenditure and Social Well¬ 
being. —It is of great consequence to society how a 
person spends his money. The expenditure under¬ 
taken by an individual not only determines his per¬ 
sonal standard of living and thereby affects his life 
as a consumer and efficiency as a producer, but it also 
influences the society directly and indirectly in vari¬ 
ous ways so much so that the question of social economic 
well-being is intimately connected with the problems 
of individual expenditure. These different aspects are 
discussed below one after the other. 
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1. Effect of Spending on Producers .—The pro¬ 
ducers will produce only such articles as are demand¬ 
ed by the consumers and on which the consumers 
spend their income. With a change in the taste, 
fashion and requirements of the consumers, the 
producers have to alter their production accordingly. 
This shows how spending directs production and 
therefore stresses the necessity of our expediture 
being guided by.wisdom and discretion. 

If people become addicted to wine, the inevitable 
consequence would be that labour and capital at 
present being utilized in the production of articles of 
greater social advantage (dairying for example) will 
be diverted to the manufacture of intoxicating drinks 
and the dairying industry will be suffering for want 
of adequate capital. 

Similarly, the labour and capital may be employ¬ 
ed in the production of articles which yield utmost a 
momentary pleasure or satisfy some whimsical or less 
useful demand of the people. The investment made 
in the manufacture of fireworks would be better uti- 
hzed in socially more profitable channels. 

I he consumption of harmful luxuries will be 
adversely affecting the productive capacity of the 
consumer himself and through this loss the social effi- 
dency in producing wealth will be reduced. 

of spending on Consumers .—The con- 

= ?i S3£n fflST and 

up*”*' drinking ““ , “ h «“ 

Secondly, the demand for luxurious articles bv 

fTtur C e°of U th:: S "’’I d , iVert r . eS0Urces the m an b u y 

articles of n P ,t W ¥ e the Production of 

! c !f s , ot necessity and comforts will be reduced 

and their prices will rise. The poorer neonle w?th 

is SS 11 “"<> * h ™ ■»»■■■= «Bie »d 

reduce their consumption or take to substitutes 
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of lesser quality. Thus the social economic welfare 
will be lowered. 

3. The Idle Rich .—-None can object to the 
extravagant life of a person who has retired from pro¬ 
ductive activity and is enjoying the well-earned rest 
with his well-earned savings, but some people do dis¬ 
pute the right of those who have inherited large 
fortunes and are busy only squandering them without 
adding one iota to the wealth of the community. 
Without entering the controversy of this dispute, it 
may be pointed out that the need of regulation and 
wise control of expenditure by the people of both the 
categories is as essential as in the case of others less 

fortunately placed in life. 

4. The drones and beggars .—Different is the 

case of the drones who, taking shelter behind the pro¬ 
tective walls of joint-family system, remain wilfully 
idle, contribute nothing to the family income and 
thus reduce the standard of living of the entire family. 
The percentage of the earning members of the families 
in India is very low and though the joint-family 
system is intended to afford relief to the weak, the 
old and the decrepit, it undoubtedly encourages in¬ 
activity, and to that extent is harmful to the well¬ 
being of the family and the community. 

But it is a peculiar disease of India that hoards 
of sturdy mendicants and able-bodied professional 
beggars pass as true sanyasins and faqirs and thrive 
on the wealth produced by the industrious section o 
the country. They can easily earn enough to support 
themselves but they find it easier to live more comfort¬ 
ably than their frugal patrons on their misplaced 
charities. Apart from a good number of richly en¬ 
dowed temples and mosques maintaining a class 
hereditary beneficiaries, there are certain castes 
beggars who enjoy all the luxuries of family life and 
even own zemindaris. This system not only demobi¬ 
lizes a big section of able-bodied workeis who 
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have otherwise worked as honest labourers and added 
to the social wealth and prosperity of the country, 
but also misdirects charity which should be entirely 
reserved for the lame, the blind, the orphans and the 
widows. 


§ 5. The Problem of Luxuries. —The consump¬ 
tion of luxuries as such should not be banned- 
There are harmful luxuries and harmless luxuries; 
and while there is no justification for the former, 
some indulgence is permissible with regard to the 
latter. Though it is accepted that a luxury is indis¬ 
pensable neither for life nor for efficiency and is a 
mere superfluity, yet luxury is a mark of progress. 
Some of them raise the tone of life and enrich it as 
the luxuries of fine arts and literature etc. Moreover, 
it is quite possible that with an improvement in the 
economic state of society a luxury of today may be¬ 
come a comfort and even a necessity of tomorrow and, 
therefore, the prohibition of luxury consumption will 
totally block economic progress. 

Wants are the motive force of economic activity 

and it is the desire for the enjoyment of luxuries that 

encourages people to work more so that they may spend 

more and enjoy more The prohibition of'luxury con- 

umption will slow down economic effort and enter- 

reduc f employment, discourage inventions and 

J ip ™ vements . in the art of production and eventually 
retard economic progress. ' 

.y. a _ ov, 1 >*■, _ l ■ • i ^ ^ ates high-class work- 

Wh i Ch •» b °T e out h ? the old-established 

with fh S S1 k* & ass ’ scents, ivory and others 
with the patronage of the courts in the middle 

b„t;on U nf UrieS u a u® sa i d to brin K about a better distri- 
them wea ! th ln the society, as high prices paid for 

the^are , ! Cei n ed by th< i produce rs of these goods and 
exnL^ of fbt ,V - £°° r C aSS people benefiting at the 

expense ot the rich consumers 
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Luxuries indirectly exercise a check on the rapid 
growth of population, as the consumers, used to ex¬ 
pensive living or guided by the idea of self-indulgence, 
observe restraint on the size of the family for fear of 
lowering their standard of living. 

The case of Indian luxury in the form of jewellery 
and ornaments has already been referred to as a 
provision against the times of famines and economic 


depression. 

But there is another side to the picture. Harm¬ 
ful luxuries should not be permitted even to the rich 
as they harm the consumer physically, mentally, 
morally and economically and injure the society in the 
end. In case some concession is made to their crav¬ 
ings, they should be strictly controlled within reason¬ 
able limits. The poor, on the other hand, should in 
no case enjoy the liberty of these luxuries as they can 
ill afford them. Drinking and allied habits have 
proved the bane of so many working-class families in 
every industrial area, and labourers should be scrupu¬ 
lously kept away from them. . „ 

The case of harmless luxuries too is not lrretut- 

able In every country there are armies of the pool 
and the destitute that do not get even a single square 
meal a day. Money spent on luxuries can mere- 
fore, find tetter use if it is employed in producing 
things that will introduce some sunshine in their 
wretched lives. One cannot exhaust the list of neces¬ 
saries and comforts which are scarce for a great 
rraioritv of people. If their production is taken up 
Instead of texuJy articles, they will not ordy become 
more plentiful and cheap and thus be within the 

reach of a greater number of people, but " 
create employment for a greater number of labourers 
than that employed in luxury industries. The ear 
that with the reduction of luxuries the specializes 
and high-class skill displayed in them will d£ 
appear, is unfounded as this skill can 
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plenty of scope in beautifying the articles of common 
consumption and thus afford opportunity to a bigger 
class of consumers to appreciate and enjoy the 
workmanship. As for the question of better dis¬ 
tribution of wealth, it can be brought about to a 
greater extent and more successfully by the taxation 
policy of the government and well directed acts of 
charity and philanthropy. 

§ 6. Social Interference in Individual Expendi¬ 
ture.—An individual can generally be trusted to 
spend his money as wisely as he earns it because after 
all it is the individual himself who stands to gain by 
vise expenditure and lose by unwise expenditure. 
Society, therefore, does not interfere with a man’s 
liberty in spending money unless, of course, his spend¬ 
ing is likely to harm himself or prove a menace to 
bis neighbour. Just as the society forbids one to set 
fire tn his own house and thus endanger the life and 
property of his neighbours, likewise it forbids or 
regulates the consumption of certain commodities in 
his interests and also in the interests of others. 

In so far as money is spent on the necessaries of 
hie and efficiency which help a man to maintain his 
health, vigour and efficiency as a producer, and on 
reasonable comforts that enrich and improve his life, 
the need for any interference with private expenditure 
oes not arise. But it is for the common good that 

t ie society should interfere with heavy expenditure on 

inr£c les °i 5u Ven harmless ki nd, conventional neces¬ 
saries, and the consumption of harmful commodities. 

.Luxury is not necessarily an evil while certain 

J^“ nes , he]lp P e( ?P le in th eir attempt at self-improve- 

a*. make 1 hfe more worth living. But heavy 

thl luxur y g°°ds is neither beneficial to 

h f |, n lvic j, ua / no J' to tke society as has been shown 

w i G ’ an - therefore the consumption of even harm- 

,® l! UXUrles should be .regulated. In India where 
m exercises great influence on people's expendi- 
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ture, men are at times compelled to undertake un¬ 
necessarily heavy expenditure on conventional neces¬ 
saries. The dowry system has already broken many 
a family while on occasions of marriage, birth and 
death, money is spent out of all proportions to the 
accumulated savings or earning capacity of the 
family. At times loans are contracted to meet such 
expenditures which take away a good portion of the 
future income by way of their payment and thus 
cripple the prosperity of the family for a long time 
to come. 

Education is the best remedy for these evils. 
The illiterate and the ignorant are custom-ridden, 
and education and sustained propaganda alone can 
bring home to them the wasteful nature of heavy con¬ 
ventional expenditure. The leaders and prominent 
people of different castes can do well to set examples 
by making their own ceremonial observances more 

simplified and less expensive. 

Harmful consumption, on the other hand, is and 
should be more vigorously handled. The use of cer¬ 
tain poisonous and dangerous articles- should be 
totally 'prohibited, by the state. In India, the con¬ 
sumption of cocaine is prohibited and an attempt is 
being made in different provinces to stop the consump¬ 
tion of liquors though thereby the provincial govern¬ 
ments will be losing considerable excise revenue. 

Regulation of consumption of narcotics has also 
been adopted. Intoxicating drugs like bhang , ganja, 
and charas are sold only by licensed vendors and the 
time of their sale, and the quantity that an indivi¬ 
dual can purchase are strictly limited. These limita¬ 
tions also apply to the sale of liquors in those areas 
where prohibition has not been introduced. 

Opium is a government monopoly , not because the 
government earns any huge profits from its manu¬ 
facture and sale but because its unregulated consump¬ 
tion will probably turn India into a countiy o 
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opium-eaters and undermine national health, char¬ 
acter and efficiency. Again, it was such a noble 
motive which actuated the Government of India to 
gradually 1 educe and totally stop in 193(5 the exports 

of opium to China in spite of heavy losses to Indian 
revenue. 


High taxation is another method to discourage 
the consumption of harmful articles as tax increases 
the price of the articles and their demand falls 
tobacco, for example, imported into India pa vs 
about cent per cent duty, the object being to raise its 
pi ice so that the poorer people may stop and the 
ncher ones reduce its consumption. 

Rationing of /cod articles like meat, Hour, cloth 
6ugar, coal and tea is introduced when there is not 
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enough of these articles to go round in the country 
as has been done in at most every country of the 
world. If no such step is taken, the rich alone can 
buy these articles because their prices rise due to 
scarcity, and the poor will go without them and suffer 


heavily. , 

§ 7. How best to spend one’s Income? --spend¬ 
ing is an art and it is given to a few to be skilled in, 
this art. Some people seldom think before spending. 
Being accustomed to buy certain commodities they 
continue buying them without considering the possibi- 
lity of using cheap alternatives or reducing their 
quantities and thus economising the expenditure with¬ 
out reducing the satisfaction. They buy a fancy 
article for its colour or design at the price marked on 
it if it suits their pockets at the time of purchase. 
Such people either belong to a moneyed class whose 
business seems speedily to spend their fortunes o 
they are too lazy or too ignorant to think whetner 
they are getting their money’s worth. They blindly 
obey their impulses. Such people buy in haste and 
, repent at leisure when they discover to their woe 
that before the next instalment of their income is due 
thev are light in purse _ and heavy at_ heaxU i 
there are others who are clever enough to make thei 
money go longer than their neighbours can, and pru¬ 
dent enough to lay out expenditure so that they nevei 

SrSort i money. The, ho. 

t’neir income between present and future need 
how to distribute it on them present wants. 

S8 Importance of Savings—A wise uisliuj 

tion of moner°ver present and future co,S If 

as important as that on wants of the presen ' , 
more money than what is enough is spent { 

%TJ SK3E£? —— 
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For illustration, suppose Rs. 60 are to be spent by 
an individual over his requirements for two months 
and he decides to spend Rs. 40 this month and Rs. 20 
the next month, the 40th rupee spent this month may 
have less utility than the 20th rupee to be spent next 
month and the satisfaction derived from spending 
Rs. 60 will be less than the maximum. A prudent 
consumer realizing the necessity of providing for 
future needs and emergencies, will save even by re¬ 
ducing the present expenditure, while the extravagant 
consumer who seems to live in the present alone, will 
spend his entire income to-day leaving the future to 
take care of itself. 


§ 9. Investment of Savings. —Great care is to 
be exercised in investing the savings into profitable 
channels. Really speaking, a small saver prefers 
security of his investment to high profits and is wise¬ 
ly content with one or two per cent interest but 
complete safety of his money in Postal Savings rather 
than taking risks m speculative business. It goes 
without saying that hoarding is to be discouraged^ as 

it is good neither for the individual nor for the 
society. 

§ 10 . Taxes and Charities.— While spending the 

money over the present wants the payment of faxes 
and chan able expenditure should not be neglected 

Taxes will have to be paid as they are commdsorv 

contributions and misfortunes of others do not fail 

pllalisss 

sigs-ss? s 

(i) Determination of wants 
™ > commodity, tho 
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he really wants that commodity and it is not only a 
fleeting desire created by an impulsive mood or a 
competitive spirit at least to equal if not excel his 
neighbour or friend; otherwise the money left to be 
spent on more urgent wants will be found inadequate 
with serious consequences. 

(ii) Shopping .—Some people who regard it a 
matter of social distinction or a sign of refinement to 


shop at fashionable stores and do not care to enquire 
about prices at smaller shops, pay higher prices be¬ 
cause these include the high rent, maintenance charges 

and cost of service at the big shops. 

(iii) Judging the commodity .—It is not possible 

for all to clearly judge the commodity proposed to be 
purchased. Below a fine finish there may be a low- 
class material; edible goods may be ultimately found 
to be rotten or unpleasant in taste or adulterated; or 
mistakes may have been made in judging the quality 
of the stuff and estimating its life. In short, the 
actual utility of a commodity may in the end lal 
short of the prospective utility on the basis of which 
the purchaser has probably paid a higher price and 
thus failed to secure good value for his money. 

(iv) Higgling and bargaining.—Again, one may 
pay more than the usual rates if he is unskilled in 
higgling and bargaining or if he shops at stores 
displaying ‘One Word’ or ‘Fixed Price’ placards and 
where bargaining is not permitted but looked upon a 

a sigh of bad manners. . . , 

5 12. Application of the Law of Equi-marginal 

Utility.— The most important consideration is 
application of the law of Equi-marginal Utility . m 
laying out the money on different goods and sei 
to be purchased and also in putting each of those 

commodities to their various uses. For “ e t0 
satisfaction derived from a certain amount spent by 
a consumer he must distribute his money 
to be consumed on different uses to equalize th 
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utility at the margin of each line of consumption. 
The method of this application has already been 
explained before. 

§ 13. What is “Waste”?—It has been discussed 
above that with regard to spending, the individual 
and social points of view may not agree. What is 
. ^ _ as money well-spent and thoroughly 

enjoyed by an individual may be sheer waste from 
social point of view. By waste is meant the spending 
of money without a corresponding amount of satis¬ 
faction resulting from it. As money is only an inter¬ 
mediary between man’s efforts and the satisfaction of 
his wants, waste may be defined as making of an 

eitort that fails to bring in a corresponding return in 
satisfaction. ° 

Waste has been identified with unjustifiable 
luxury expenditure because in such a case there is no 
correspondence between the great quantity of social 
labour consumed and a small degree of individual 
satisfaction received, as gambling, drinking and 
other forms of luxuries. Good examples of waste are 

feast! Shed - by conventional necessities like grand 
feasts, expensive decorations and fireworks indulged 

w ,"‘ s 3* lline , '*"5 

effort to reoair it Th* ™ *. 0n ^ anc ^ sustained 

SStiaMjgg 
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needed for reconstruction could have been used in 
more productive additional activities of social benefit 
that might have transformed the entire society. 

§ 14. War and consumption. —The war has 
brought into prominence two factors regarding con¬ 
sumption : Complete interdependence of consump¬ 
tion and full governmental control of private expendi¬ 
ture. , 

(i) International Interdependence of Consump- 

lion .—The world has been shrinking rapidly due to 
quick and cheap means of transport, communication 
and locomotion, both surface and aerial, and different 
countries of the world drawn closer by ties of trade 
and commerce to such an extent that any distui bance 
in the supply of consumer's goods in one country was 
bound to affect others- On top of it, the global war 
made it obligatory for the democratic nations to loi m 
a united front and pool their resoverces in order 
successfully to fight the common fascist enemies. 
Because the needs of the fighting forces enjoyed 
priority above all other claims, it became necessary to 
satisfy them in the first instance and then distribute 
the balance among the civil populations which had to 
share what each nation could spare. This system thus 
made each country depend upon every other country 
as never before in the matter of supply of consump¬ 
tion good and Vincidentally curtailed -the liberty ot 

each country to regulate the amount and the manner 

of its own consumption. , 

(ii) Full Governmental Control of Private Lx 

penditure .—This war being a total war, total effort 

had to be made to achieve victory and the age y 

competent enough to mobilize the total resource 

the country could be no other than the government of 

the country- Therefore every thing haying direct 

or distant tearing on the economic effort of the peop e 
had to be brought under the government control, 
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including the consumption of wealth like every other 
aspect of economic life. As referred to under section 
§6, necessity of equitable distribution of consumption 
goods led to the rationing of essential commodities 
and the control of their prices to check profiteering. 
The experience undergone by the reader is too recent 
and too patent to need explanation. The war is over 
but the war time conditions exist and will last some 
time. The government control will therefore have 
to continue till the schemes of reconstruction and re¬ 
habilitation become effective enough to repair the 
damages of the war, the usual channels of trade and 
commerce begin to flow between countries, production 
and exchange are enabled to run their free and normal 
course, and full and unrestricted competition permit¬ 
ted to reassert itself in the world market. 

One cannot help realizing that though the gov¬ 
ernment interference in private expenditure 'is re¬ 
sented by people at times, it becomes essential in times 
of emergency like war or wide-spread famine, because 
in its absence the well-being of the common man can¬ 
not be ensured. The war has developed fellow feeling 
and. a sense of mutual dependence among different 
sections of a country, as between different nations- 
and inspire of some inconvenience that may be caused 
unavoidably by governmental control there is a general 
feeling among right thinking persons that if timely 
planned and wisely executed, the control measures 
are bound to prove a boon to society as a whole. 


EXERCISES 

thnfVof^yTettoTe'yp 5 " 60 ^^ ^ Savi ^' Is a s I>*" d - 

your^opinion ^by arguments,° f “*“**”• ? Support 

spends Ms1nlmTp C °sSr C6 ^ 80 - ie . ty > W an indWdua l 
liberty in s ZZ S money? S ° C,ety mterfere with a ma “’ s 
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4. What advice would you give your neighbour to help 
him spend his money in the best possible way? 

5. What is an economic “ waste ”? Do you think 
expenditure on luxuries should be forbidden because it is a 
waste? 



PRODUCTION 




PRODUCTION 


CHAPTER I 


PRODUCTIVE EFFORT 
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§ 1. Meaning of Production. —Literally ‘to 
produce’ means To draw wealth forth' and it is in 
this sense that we use the word ‘production’ in eco¬ 
nomics. 

Man himself can do nothing but draw from the 

crust of the globe the materials which are to be 

utilized. He can neither create nor destroy matter. 

He cannot produce something out of nothing. He 

can only appropriate things and make them more 

useful for the satisfaction of human wants. The 

rivers furnish fish for his sustenance, but it is his 

labour which draws them forth. The earth produces 

grass, grain, cotton, hemp and trees of various kinds* 

but it is his labour which gives them all the forms of 
riches. 


Practically, man does nothing but pull, push, 

hit, press, carry or otherwise mechanically force 

things into new forms or new places.’ The muscular 

energy of his body aided by his intellect is the only 

tactor of production which man can apply and this 

factor can operate only when there is some material 
to be worked upon. 

npnt-"^ tnaking a table out of a log of wood, the car- 

d ?r T create matter anew - He merely 

of a fahlp le - Sh T 6 i° f f W0 ° d t0 glve il the appearance 
vl n W ’ r m Whlch form wood becomes more ser- 

cloth b thp t In i pr ? |)anng a , shirt out of a piece of 
cloth the tailor does not make any new matter- he 

irm P it transfor P s the cl °th into a shirt thereby mak- 
ng it more fit to satisfy the want of a man. The 
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wood and the piece of cloth are already there. They 
possess utilities too, as they can be used as fuel or a 
bed sheet; but wood cannot be used as a table, or the 
cloth as a shirt before their transformation. Wood 
acquires utility of a table when the carpenter works 
upon it or by his effort he adds the utility of a table 
to the wood. Similarly, the tailor by his work adds 
the utility of a shirt to the piece of cloth. Each of 
the two workers only adss extra utility to the exist¬ 
ing material. The same is true of any other workers. 
Production of wealth, therefore, implies creation of 
utilities and not of matter ....He who adds utilities is 
the producer. His effort is the productive effort. 
And the result of this effort is the extra utility which 
the thing as finally made possesses over and above the 
utility of the material with which the producer starts 
work. 

Utility is the attribute possessed by all goods, 
material or immaterial. But wealth, as the eco¬ 
nomist understands it, does not consist of all goods. 
It is made up of such goods only as have exchange- 
value. Hence production, in the technical sense of 
the term, means creation of such utilities only as 
have exchange-value. 

There are five kinds of utilities which man creates 
to produce wealth. 

1. Form utilities. —A mafi is said to create form 
utilities when he brings about a change in the shape 
or form of the original material so as to make it more 
fit for the satisfaction of human wants. lor exam¬ 
ple, a carpenter only changes the form of a log ot 
wood to turn it into a table. A tailor simply changes 
the form- of a piece of cloth to make it into a well- 
fitting shirt for his customer. One can find innumer¬ 
able instances of this nature. To cite a few more in¬ 
stances, clay is turned into bricks and earthen pots, 
metal is fashioned into coins and vessels, and timoei 
is changed into furniture of. all sorts. 


PRODUCTIVE EFFORT 


123 


- This type of productive activity which is directed 
towards creating form utilities includes all industries, 
genetic, and manufacturing. In agriculture which is 
a genetic industry. Nature, not man, grows corn. To 
accelerate the activity of Nature, he simply arranges 
seed, water and soil in a particular way and with her 
help he brings about the transformation of water and 
soil materials into corn and adds form utility to them. 
He makes a small quantity of seed grow into a much 
bigger quantity. Similarly, in animal breeding, 
fisr leries and forestry, Nature works and multiplies 
animals, fishes and trees, and man only creates form 
utilities by feeding, protecting or conserving them in 
order to reap a rich harvest in the end. 

In manufacturing industries the efforts of man are 

directed towards changing the form and arrangement 

of raw materials so as to produce finished products 

that satisfy human wants. For example, hides and 

skins are changed into boots and shoes, cotton into 

piece-goods, jute into gunny bags, timber into furniture 
and so on. 


2. Place utilities .—When men carry goods from 
a place where they are in plenty or wanted less to 
another place where they are scarce or wanted more 
urgently, they create place utilities. Generally an 
article is not consumed at the place where it is grown 
mined, or manufactured; it has got to be taken to the 
consumer whose want it is intended to satisfy. Food 
grains and vegetables are not so useful on the fields 
where they are produced as in one’s kitchen. Coal 
s moie useful in the fire-place or in an engine than it 
is near the mouth of the pit. Japanese cotton piece- 
goods acquire more utilities in Indian markets, and the 

In iJ} an Jute is increased in the factories of 
f * Place utilities result from activities and 

transnnff tra J ls P ort f . llke ra ^ ™ad, or aerial and sea 
transport. Extractive industries like fishing and 

mining present other examples where the weafth of 
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Nature stored in the earth or water is taken out for 
human use. 

3. Time utilities .—Time utilities are added to an 
article when it is preserved or stored for use at some 
future date, because it will have greater use at that 
time than at present. This includes not only keeping 
goods in storage but also lending and borrowing, and 
speculating. Winter ice, if stored, becomes more use¬ 
ful in summer. Potatoes, apples and other fruits and 
vegetables stocked for supply during off-season are 
desired more and valued more. Food grains and cloth 
are usually kept by the merchants from the time when 
their utility is less until the time when their utility to 
the customer is greater. 

4. Possession utilities .—This kind of transform¬ 
ation is said to occur when the article is not changed 
but the owner of it is changed. It is carried on by 
merchants and brokers engaged in retail trade. They 
do not change the form or the place of goods; they may 
not even own the goods. But they increase their utility 
by arranging an exchange between those who have 
little use for the goods and those who have a greater 
use for them. For instance, landed property and 
houses are generally sold through agents or brokers. 
Some of the state activities also create possession 
utility. All that wealth, which the state realizes in 
taxes from the richer people and spends on the poorer 
people in providing education, medical relief and other 
benefits, acquires greater utilities only by a change of 
possession. 

5. Service utilities .—In addition to all the above- 
mentioned transformations of material goods, services 
form another class of utilities which are created by 
human efforts even without the presence of material 
obiects. Personal services, for example, yield direct 
satisfaction to those to whom they are rendered. 
Acrobats, magicians, dancers and madans v mon key- 
men), all of these please the audience by tneir 
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respective arts. In the economic sense, therefore, they 
are said to produce Judges, teachers, doctors, actors, 
soldiers, policemen and a host of others are producers. 
They do not increase the utility of material goods, but 
they surely increase immaterial wealth by protecting 
our life and property and by giving us health, happi¬ 
ness and comforts. Thus farmers and artisans alone, 
who produce tangible goods, are not producers, but all 
those also are producers who render personal services. 
In a word, anyone who produces wealth in the eco¬ 
nomic sense of the term is a producer. 

Sometimes, though rarely, it so happens that a 
man makes effort to produce wealth, yet fails to achieve 
his object. In such cases the effort is said to be un¬ 
productive. The instances are, to sink a coal-pit where 
coal is not found or write a book that no one will buy. 
But even here it is true that in intention the effort was 
productive. But the efforts of all persons who either 
produce material objects or render personel services 
are productive, provided they satisfy human wants 
and are paid for. 

§ 2. More productive and less productive 
effort. —Of greater importance is the distinction 
between more productive and less productive effort. 
Given the same quantity and quality of cloth, a tailor 
may succeed in stitching more shirts than another 
tailor. Similarly, a more skilful carpenter may make 
a greater number of tables than another in the same 
period of time. Thus evidently the effort of a tailor 
or a carpenter is more productive than the other. 
Similarly, compared with the efforts of artisans, those 
of a teacher, a doctor, a lawyer, a preacher, a soldier, 
a musician and a host of other workers may be more 
productive and therefore more remunerative. 

For efforts to be more productive, it is necessary 
that they should be applied at the right time. In 
agriculture, for example, the main operations like 
ploughing, manuring, sowing and irrigating, etc., 
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must be performed at the proper season and time, 
otherwise the crops will be poor. It is common know¬ 
ledge that the prosperity of agriculture in this country 
depends upon timely rainfall which is not always 
received at the right time. Facilities for artificial 
irrigation do reduce the farmer’s dependence on the 
weather and the seasons and make his labour more 
productive, but the agricultural operations even to this 
day are at the mercy of Nature, and man has so far not 
succeeded in timing his operations to her whims. 

Again, if labour is to be as productive as possible, 
it should be applied at the 'proper place. ‘Different 
soils and climates are adapted to the growth of 
different products. One district abounds in luxuriant 
pastures, another is calculated for tillage; in one 
country the sheep have the finest fleeces, in another 
country, where these animals have but a coarse and 
scanty covering, the earth supplies abundant quantities 
of cotton.’ Ivory can come only from lartds where 
elephants flourish. Jute can be grown only in Bengal. 
Tea thrives best in Assam and sugarcane in tropical or 
semi-tropical- countries. 

Time is more difficult to deal with than place. We 
cannot change time, but we can change place if it is 
unfavourable. If we do not choose to stay on the spot 
where we are born, we may go to some other place 
where we expect our labour to be amply rewarded. 
But the love of home is so strong that few countries, 
even though they be worst in respect of physical 
features and climate, are ever completely abandoned. 
Tibet and Rajputana have their scattered inhabitants 
who are content to live in their motherland and develop 
its industrial possibilities to the best of their foresight 

and ability. 


EXERCISES 

l. What is meant by Production ? Name the various 
ways in which utilities are created. 
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2. ‘ Man can only produce and consume utilities.’ 
Discuss. What light does it throw on the question as to how 
far domestic servants and. shop-keepers can be regarded as 
producers of wealth? 

3. Are the following producers? If so, what kind of 
utilities do they produce? 

An agriculturist; a fisherman; a doctor; a student; a 
soldier; a grain-merchant; a truck driver; a tax-collector; a 
beggar; a thief; and a tennis player. 

4. Comment on the following statements:— 

(a) The shepherd who rears the sheep thereby makes 

the transformation possible from matter in the 
forms of grass and herbs to matter in the form 
of wool, that is, into something more useful to 
the spinner. 

(b) All those concerned in the collection, transport, 

sale and distribution of goods are producers of 
wealth. 

5. How .do you differentiate between less productive and 
more productive efforts? \Jtfhat economic significance do you 
attach to this distinction ? 


CHAPTER II 


REQUIREMENTS OF PRODUCTIVE EFFORT 


§ 1. Land, Labour and Capital.—Having under¬ 
stood the meaning of ‘productive effort,’ the next 
question that naturally arises is, ‘ Upon what does this 

effort depend 1 ’ . . . 

To begin with, take the simple case of a primitive 

man depending on hunting for his maintenance. He 

requires three things to obtain his food: 

(i) birds and animals must be available; 

(ii) he must exert himself or make effort to 
catch birds and animals; and 


(iii) he should possess the weapons necessary 
for hunting. 

In agriculture we need a plot of land, the effort of 
the farmer and seeds and implements necessary for 
cultivation. The requirements of a carpenter’s job, 
likewise, are wood, his own effort and a set of tools and 
instruments. Thus all the activities of production are 
carried on with the help of three requirements, 
commonly known as factors of production, namely, 
Land, Labour and Capital; raw material and space 
supplied by Nature are called Land , human effort 
made by producer Labour , and tools and implemen s 


Capital. s r _ 1 , 

Organization and Enterprise.—The above dis¬ 
cussion applies to productive activity of a simple ana 
primitive type. With the development in the economic 
life of man, his wants have multiplied and become 
more complex, and as a result of it his P™ <luc t 10 V“ 
has become intricate and complicated. This> develop 
ment has brought into play two additional factors ca 
ed Organization and Enterprise. Organization refe 
to the combination of the factors of production in n Q 
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proportion and their best utilization, while enterprise 
consists in taking chances of gain or loss in the 
productive activity. Both these factors have acquired 
great importance these days because of large-scale 
production, world-wide markets and severe competi¬ 
tion among producers. 

We thus see that there are five requirements or 
factors of production—Land, Labour, Capital, Organi¬ 
zation and Enterprize. 

§ 2. Land and Labour as essential require¬ 
ments.—Of these factors of production, land and 
labour are called primary factors while capital, organi¬ 
zation and enterprise are called aeconary or derived 
factors because of two reasons: (i) No production is 
possible without land and labour or raw material and 
human effort, but production of a simple type can be 
carried on in the absence of capital, organization and 
enterprise. A person can pluck grass or collect wood 
without any capital (external aid), but grass or wood 
and also man’s labour to work upon these raw 
materials must be present there. It can likewise be 
pointed out that tables cannot grow out of wood with¬ 
out a carpenter’s effort, nor can a carpenter make a 
table without wood or other raw material supplied by 
Nature. ( 11 ) Capital, organization and enterprise are 
merely different forms of natural gifts and human 
effort. Capital is the result of man's past labour on 
land; organization is a special form of his activity 
and enterprise depends upon labour and capital. 

detail ^y lscusslon these factors now follows in 

, , §• 3 ' Land.—In its narrow and popular meaning 

and wtn T •? the , SUrfac( T of earth, its are! 

the materials and forces which man obtains 

S’t I i d , wat V:P°wer, mines and lakes, 
sunlight, natural electricity, gravity, cohesion, wild 

* • y 
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animals, and similar other things. Land in this sense 
exludes human beings, domesticated animals, felled 
trees and artificial electricity upon which human 
efforts are expended. 

Man cannot and therefore does not create raw 


materials. He finds raw material in its rudimentary 
form on the surface of the earth, below it, and above 
it. Almost everywhere he finds the treasures of Nature 
waiting for his labour to be exerted upon so as to be 
improved and utilized by him. Man takes as much 
advantage of bountiful Nature as he possibly can for 

his knowledge and capacity. . 

Trees and plants of different varieties are found 
on the surface of the earth. Man grows and develops 
them by arboriculture. There are numerous species of 
animals that are either hunted for their fur and meat 
or domesticated for food or transport purposes. Rivers 
big and small are used for irrigation or navigation, 
fishing, or weed and sand collection. No less 
important than all these is the surface of the earin 
itself which is used for farming or building and with¬ 
out which man can neither stand nor walk, below 
the surface of the earth are found mineral ores trom 
which are prepared innumerable things of daily use. 
From above the earth come rain and sunshine, air ana 
its chemical elements that help man in various ways 

in his productive effort. All these r l 

available to man as the gifts of Nature for Nature 
supplies them without requiring any effort on ms pan. 

§4. Importance of land.— Man is dependent 

upon Nature (land) for every need of^bis life. A 

gives him air, light and water, without which life itseU 
1 impossible, (ii) Land provides man withplenty^ot 
sna ee for carrying on all his activities It is reqmreu 
not only for residence and habitation but also or 
constructing factories, railways and canals_ On^ 
surface of land and sea and evenmtheair Na ^ 
furnishes space whereon and in which he ma) 
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and move to harness and control her forces and con¬ 
duct his productive processes. Mere space is often 
a source of great value particularly in overcrowded 
towns and cities where great difficulty is experienced 
in finding the necessary room for expanding business 
activities, (iii) From the soil man draws forth its 
nutriment in the form of food and raw materials; 
from the vast storehouse of Nature he obtains min¬ 
erals which he uses for making tools and implements, 
and all sorts of jewellery to please his eye and vanity, 
(iv) In addition to all these services which Nature 
renders to mankind, she furnishes many things over 
the surface of the earth which man can obtain for a 
little effort on his part; for instance, he can get fish 
and pearl from water, animals, drugs and herbs 
from forest, and stone and wood from mountains. 

Nature itself can produce in great abundance to 
satisfy the needs of man, but in all stages of produc¬ 
tive effort human labour has been found necessary in 
some form or the other for the purpose of fitting 
natural gifts to human needs. 

§ 5. Labour.—Labour is equivalent to economic 
effort undertaken partly or wholly with a view to 
some material gain. Thus Nature supplies her gift 
and man supplies his labour to carry on productive 
activity. Whoever labours makes both 'physical and 
mental effort. While sawing a piece of wood a 
carpenter appears to be performing his task mecha¬ 
nically and undergoing only physical strain. But 
let the saw deviate from the red mark on the wood 
and he is seen adjusting it on to it; similarly, no farmer 
ceases to think while he follows the team of bullocks 
in making a new furrow along with the other. How¬ 
soever mechanical or automatic a task may appear, 
mental effort essentially accompanies it though it 
may be a small degree. A teacher, on the other hand, 
appears to do mostly thinking, a mental effort. But 
there is hardly a teacher who only thinks and does 
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nothing else by way of talking or writing on the 
blackboard which involves physical effort. Thus all 
labour is both physical and mental, though it can be 
said that while one kind of labour is more physical 
than mental, the other kind is predominantly mental. 

Labour in itself is irksome. It is on the whole 
unpleasant to the ordinary man. He will not go on 
working for nothing. He does it because he is offer¬ 
ed some inducement which enables him to satisfy his 
wants. A person’s effort very strenuous though it 
may be, will not be called labour in the economic sense 
of the term unless it is intended to satisfy some of 
his wants by producing the required commodity, or 
to earn him a money income. A student's effort in 
playing the game of hockey, though requiring his 
entire energy, is not labour unless he plays as a pro¬ 
fessional player and is paid for. Effort of swimmers 
in rivers, lakes or tanks for the pleasure they derive 
from- this activity is not labour; nor is the social 
service that is rendered to the poor or the diseased, 
nor the labour of love that is undertaken for the 
benefit of one’s friends and relations, called labour. 
Wicked though it appears, the desire for material 
gain is the essential condition of an effort being called 
labour. As the term ‘labour’ is inseparable from the 
term ‘labourer,’ the former is very often used to mean 

the latter. 

§ 6. Capital.— Land and labour are the two 
primary requirements of production. Labour can 
work upon the gifts of Nature but only with a very 
poor results. If a man be forbidden to use any kina 
of tools and instruments or external aids, he will un¬ 
doubtedly produce but only by way of plucking fruits 
and berries and sometimes pouncing upon smau 
animals and birds and killing them. Land and 
labour hardly sufficed to satisfy the wants P”™ 1 " 
tive men; how can they be expected to satisfy t e 
present human needs which are numerous and com- 
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plex? The need for some external aids in the form 
of tools and implements has ever since been felt to 
increase the productivity of man’s effort. And it is 
these material aids that are called capital. 

Capital may be defined as all that wealth which 
man has produced and uses for the purpose of further 
production , and not for his enjoyment. When 
wealth is produced as a result of labour work¬ 
ing on the gifts of Nature, it may be partly or wholly 
consumed. In case there is a surplus after present 
requirements have been satisfied, it is left over for 
future use and is called savings. These savings if 
utilized with the purpose of bringing in an income 
are capital. The intention of obtaining an income 
is essential before saved wealth can become capital. 
Cultivators usually retain a portion of their crops 
to'be used as seed in the future; that portion of their 
crop, therefore, is capital. They also use other 
types of capital like the plough, the axe, the 
ropes and baskets and the team of bullocks all 
purchased with the money they have earned in the 
past. 


§ 7. Capital, Wealth and Money.—Before a 
thing can become capital, it must have been wealth. 
Nothing that is not wealth can be capital. But 
because wealth is the result of human effort, the gifts 
of Nature which man receives without any effort can¬ 
not be capital. Air, water, sunshine and surface of 
the earth, therefore, cannot become capital. 

Again, as capital is wealth used for further pro¬ 
duction, those forms of wealth like our dress, meals, 
dwelling-houses, books, parks and gardens that are 
used tor our personal enjoyment and satisfaction and 
are n°t meant to be used as external aids in produc- 
° b e called capital. Therefore only a 

- f Wealfc u by Vlrtue of its direct assistance' in 
£“f'? n c “ be capital. Of course, all capital is 
wealth though all wealth is not capital. 
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Capital should be distinguished from money. 
Capital is in the form of external aids—tools and 
instruments, seeds and manure, machinery and fac¬ 
tory buildings, and the like. These are instruments 
of production. Money as coins or notes is not an 
instrument of production, though a producer having 
money can purchase with its help the instruments he 
needs. Money is thus purchasing-power and in 
terms of money the worth of things used as capital 
can be expressed, but money itself cannot be called 
capital. 

Capital used in production brings an income. 
But it should not be supposed that any source of in¬ 
come is capital. Though the skill of a doctor or a 
lawyer is a source of income to him, it cannot be 
regarded as a form of capital. 

§ 8.'/ Origin of Capital.—Capital is in essence 
stored labour. Suppose a fruiterer, having a garden 
of his own, plucks fruits off the trees in the morn¬ 
ing before he sells them in the market. If he had no 
external aid to help him he will have to climb up the 
trees and pluck the fruits that will be within his 
reach. But he will find that he cannot collect many 
in spite of serious attempts. If he works for a couple 
of hours and gets a branch of a tree—a bamboo will 
be very handy—fixes a cross-wood at one end and uses 
it in plucking the fruits, his efforts will be richly re¬ 
warded and he may even be spared the trouble of 
climbing up the trees. This simple device saves his 
labour and at the same time makes his efforts more 
productive. Yet this simple device is nothing but a 
material result of his two hours’ labour and now, 
when he uses this instrument, it can be said that he 
is working with his past labour of two hours. Even 
big machines used in mills, factories and workshops 
represent stored labour of all those workers who con¬ 
tributed in any degree and at any stage to their pro¬ 
duction. Every tool or instrument or any form ot 
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material help can be looked at from this point of 
view. For example, a farmer can be imagined to be 
ploughing the field not with the plough, but with the 
carpenter’s skilful labour which was responsible for 
making the plough itself. 

In conclusion it may be said that capital is the 
crystallised form of labour. 

§ 9. Forms of Capital.—Capital can be classified 
as production capital and consumption capital, and 
also as circulating capital and fixed capital. 

Production Capital .—All those capital goods 
that are used in direct production are called produc¬ 
tion capital. These may take the form of raw mate¬ 
rials like seeds and manure in agriculture; cotton, 
wool and silk in textiles; and iron, brass, copper, 
etc., in metallic industries; or they may be used as 
tools and instruments needed at any stage in an act 
of production, like ploughs and tractors, looms and 
spindles, hammers and anvils; or they may be in the 
form of buildings and sheds in which productive 
activities take place. 

Consumption Capital .—Consumption capital 
consists of that wealth which is consumed by a pro¬ 
ducer to maintain his health and vigour and not 
merely as a source of pleasure and enjoyment. It 
will thus include only the necessities of life and effi¬ 
ciency that enter the consumption of a producer of 
wealth. r 

All that an idle rich man consumes from day to 
day is consumption wealth; all that a farmer, a 
factory labourer or any other producer consumes 
mainly to avoid the loss of his health and efficiency is 
consumption capital. It is capital in the sense that 
it aids labour or human factor of production in the 
same way as money spent in buying and maintaining 
tools and instruments that help him. The wage! 
paid by an employer for the work of the employees 
and utilized by them in consumption is really produc- 
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tive in the same sense as his money spent in buying 
tools and instruments with which the employees 
work. The difference lies in the fact that while 
money paid to labourers is indirectly productive 
through their consumption of it, appliances are direct¬ 
ly productive, without going through the process of 
a similar act of consumption. 

Circulating Capital .—Circulating Capital renders 
one kind of service only once, and includes not only raw 
materials and half or partly finished products but also 
finished goods which have not yet been sold to the 
consumer. 

In a cotton mill, coal, cotton, spinning, weaving, 
and other machines and buildings, etc., are all instances 
of production capital. But cotton is such as changes 
its form from one process to another and in one form 
it renders service only once. Though remaining cotton 
all the time, it becomes by turns carded spools, yarn, 
warp and woof and cloth, etc. Yarn as yarn can be 
used for weaving only once; it cannot render the same 
kind of service twice. Coal that is used in heating the 
engine exhausts its utility in rendering that service only 
once. Such forms of capital like cotton and coal are 
called circulating capital. 

Fixed Capital .—Fixed capital is that form of 
capital which renders the same kind of service over and 
over again. An engine generates power and runs the 
machines day after day and so does a spinning-mule 
spin month after month. A plough is used in plough¬ 
ing the field many times before it becomes useless and 
an°anvil serves a blacksmith for years on end. All 
these are instances of fixed capital. 

The same capital goods can be both fixed and 
circulating capital according to the nature of service 
rendered by them. If an engine has been planted in a 
factory where it runs the machines day after day, it is 
fixed capital. But in the iron works where it was 
made, not to be used there for running machines but to 
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be sold away as a finished commodity, it was only a 
form of circulating capital like cloth in a cotton nnl . 

5 10. Land as Capital— As originally man got 
land or the earth's surface as a gift of Nature, it is 
treated as something distinct from capital which is 
the result of human effort. To the society or human¬ 
ity as a whole, it continues as a gift of Nature, but it 
has ceased to be so to an individual or a group ot 
individuals because he has to pay either in terms ot 
labour, or money which is the result of his labour, to 
acquire a piece of land for his purposes of agriculture 
or industry. And therefore to him it is capital as 
much as raw materials, tools and buildings are paid 
for and are different forms of capital. 

§ 11.V Functions of Capital.—The main function 
of capital is to increase the productive of labour and 
this service is performed in three ways: 

(i) It provides means of subsistence to the pro¬ 
ducer during the period of production. Every produ¬ 
cer is a consumer and he must maintain himself 
during the period when productive process is going 
on and he is waiting for the fruits of his labour. 
During this period his capital—consumption capital 
—maintains him. 

(ii) It provides raw materials which will be 
turned into finished products. Seeds and manure are 
raw materials t^he farmer while planks, nails, 
sandpaper and varnish, etc., to a carpenter. Semi¬ 
manufactured goods; should also be included here, as 
yarn is raw material "to a weaver. 

(iii) It provides tools , instruments and machin¬ 
ery of all sorts to make production speedy, accurate 
and automatic. In addition, the means of transport 
like roads, canals, railways and ships, and places of 
storage like godowns and elevators are also capital as 
they help in productive activity. 

§ 12. Growing Importance of Capital.—In pri¬ 
mitive days there was practically no capital what- 
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ever. Men went into a forest and picked wild fruits. 
But it began to make its appearance as soon as they 
needed something to carry the fruits. Its importance 
gradually increased as society progressed. In its 
primitive stage, agriculture hardly required any capi¬ 
tal but now, in its advanced stage, a good ‘deal of 
capital is needed in the form of cattle, tools and im¬ 
plements, farm-houses, wells, water-lifting arrange¬ 
ments, seeds and manure. Different industries use 
different kinds of capital. A small artisan’s capital 
includes small quantity of raw materials, his small 
tools and implements, substances which he uses for 
his industrial operations, and an open or closed space 
where he carries on his art or craft. A manufactur¬ 
er’s capital includes his buildings, plant and machin¬ 
ery; his raw materials, his stocks of commodities and 
many fittings and fixtures. There are other import¬ 
ant forms of capital such as railways, roads, canals, 
bridges, yards and public buildings which are im¬ 
mensely increasing the productive capacity of land 
and labour. Thus capital to-day is the most im¬ 
portant requirement of productive efforts and its use 
is being largely increased with the growth of indus¬ 
tries. 

In the Nomadic ages of man, land was the prime 
factor; in the Pastoral and Agricultural ages, labour 
was the chief factor which worked in conjunction 
with land; in the modern Industrial age, capital is 
the most prominent. 

Distinctive Features of Land, Labour and Capital 

§ 12. Land. —(i) Land is the original and 
essential factor of production because land existed 
before any other factor came into being and it is in¬ 
dispensable for every type of productive effort. 

(ii) Land being inert, it acts as a sleeping part¬ 
ner. Land by itself cannot actively produce any 
wealth. It provides the base on which labour works. 
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(iii) Land is limited in quantity. Neither the 
area^of the space nor the amount of natural forces 
at any place can be increased or decreased by human 

effort • * 

(iv) Land has no cost of 'production because it is 

a free gift of Nature and also because it is limited 
in quantity. Because man cannot produce it, the 

question of its cost of production does not arise 

(v) Land does not wear out. It is indestruct¬ 
ible. The action of the geographical agents of change 
like wind, water and sunshine only transforms or 
transports certain portions of the earth s crust; it 

does not destroy it. , , 

(vi) Land is immobile and it cannot be shittert 

from its location. No plot of land can be removed 
from where it stands nor can the heat, light and rain 
received by one plot of land be transferred to another. 

§ 13. Labour.— (i) Labour is an essential factor 
of production. Things like trees and vegetables can 
grow in Nature and wild animals can breed and multi¬ 
ply by themselves, but this natural growth or multi¬ 
plication is not termed production. For productive 
activity the presence of labour is indispensable, as 
only human beings can produce. For instance, a cow 
gives milk but it is the milkman who produces milk. 

(ii) Labour is an active partner. In every form 
of production it is labour that acts upon land and 
draws wealth forth (out of it). Land yields but 
labour draws, extracts or produces. Always it is 
man’s labour that works upon the raw materials 
supplied by Nature. 

(iii) Unlike land, its supply can be increased or 
diminished . All those changes that bring about the 
growth or destruction of population or increase and 
reduce human efficiency result in the increase or 
decrease of labour. 

(iv) Labour is perishable. It wears out quickly 
due to fatigue, disease, accident and death. Labourers 
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cannot work incessantly. They need rest and repair or 

feeding. Overwork and under-nourishment not only 
wear out but break them. 

(v) Labour and Labourers are synonyms. 
Labour, therefore, grows or can be reproduced because 
labourers increase in number due to growth of popu¬ 
lation. As labour is reproducible, it has a cost of pro¬ 
duction . This cost is made up of the sacrifice and 
expenses involved in bringing up, education, training 
and maintenance of the labourers. 

(vi) Labour is mobile. Labourers c^n move 
from one place to another or one occupation to an¬ 
other if conditions of work and remuneration justify 
such a change. 

§ 14. Capital.—(i) Capital is a derived or 
secondary factor of production because it is only a 
form of the past wealth produced by labour. It is 
crystallized labour. 

(ii) Capital is an aid to production. It serves as a 
tool in the hand of labour. Of course it helps labour to 
produce more than what labour can produce without 
it, yet its position is that of auxiliary to labour. 

(iii) Its supply can be increased and diminished 
more quickly than that of labour. A growth in the 
earning power of people and the facilities for savings 
and investment lead to an increase of capital, while 
fire, rain, locusts, earthquakes, wars and other agents 
decrease and destroy it. 

(iv) Capital wears out quickly. Circulating 
capital is exhausted in a single use though fixed capital, 
serves longer. But it also suffers from wear and tear 
with every use and thus loses value (depreciates) and 
needs repairs. 

(v) Capital has a cost of production because 
savings, which lead to capital, are the result of past 
effort and sacrifice. And, of course, every form of 
capital has its value that can be expressed in terms 
of money. 
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(vi) Capital is highly mobile *—much more than 
labour. It moves in enormous quantities from one 
end of the world to another and from one occupation 
and f.orm to another at even slight inducement in the 
form- of higher income. 

§ 15. Relative Importance of Land, Labour and 
Capital.— (i) On the basis of priority of existence :— 
It has been noted that Land and Labour are the 
original and primary factors as in the absence of 
either of them no economic activity will be possible; 
and in this sense they may be considered as more im¬ 
portant than capital which is a derived factor and 
serves as an aid to production. Out of Land and 
Labour, the former may be judged as the more im¬ 
portant because in the absence of land even labour 
cannot exist. Thus Land tops the list in the scale 
of importance followed in order by Labour and 
Capital. 

(ii) On the Basis of Productivity .—The above 
positions of the factors are not decisive. The real 
importance of these factors to a producer will not 
depend upon whether land came into existence before 
the rest, but upon the part played by them in the 
productive effort he wishes to undertake. A farmer 
may still attach the greatest importance to his plot of 
land, but a factory-owner will consider capital to be 
of utmost significance to himself. And, in fact, the 
real importance of a factor can be judged only with 
reference to the type of production in which it is 
employed. 

( a ) Agriculture .—iln agriculture land enjoys 
decidedly the most imporant position. Not only is 
the worth of, land highest of all the factors, but in the 
creation of utility, land (Nature) plays the most im¬ 
portant part. The farmer’s (labourer’s) function is 
to assemble together the required seeds, manure, irri- 


* For mobility of labour and capital, see Distribution . 


•Jf 

142 FIRST PRINCIPLES OF ECONOMICS 

gation water and other forms of capital on a plot of 
land and then leave the growth of crops to Nature. 
Thereafter he is reduced to the position of a mere 
supervisor, to correct or improve upon things if all 
does not go well with farming. If Nature is propi¬ 
tious, he gets bumper crops; if she is adverse, the 
floods, drought, hail, frost and other calamities 
ruin him. Every farmer in India knows to what 
extent his prosperity and adversity depend upon 
Nature. 

(b) Fishing , Lumbering and Mining .—In these 

extractive industries land does not enjoy the greatest 
importance. Production here consists in extracting 
or taking out the wealth stored in Nature’s reservoirs 
like rivers, seas, forests and mines. Taking for grant¬ 
ed the stock of these materials in their respective 
places, the efficiency of production will depend upon 
the degree to which human labour succeeds in taking 
them out. Thus Labour comes to play an increasing¬ 
ly more imporant part. Of course, a fisherman will 
require his fishing-tackle, and a lumber his axe and 
wrench, but these forms of capital are of minor im¬ 
portance as compared to his labour. In mining, no 
doubt, capital (machinery) is needed in relatively 
greater quantities, yet the importance of labour re¬ 
mains supreme. , _ 

(c) Manufacturing Industries .—In manuiactui- 

ing industries like cotton, jute, sugar and iron mills, 
the place of honour is occupied of Capital. Only a 
small space is needed for factory site and thus land 
becomes a factor of least importance. Situation ox 
the factory is of great consideration but situation is 
dependent' on means of transport and communications 
(a form of capital). Labourers are employed m 
thousands in these factories and they havetobe verv 
skilful workers too, yet in the supply of huge ana 
varied raw materials, machinery and tools of a kinds, 
and the construction and maintenance of buiiain n 
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and stores, c?.pital plays the most important pait. 
Really speaking, in the case of the factory produc¬ 
tion the role of the factors of production is reversed 
as compared to agriculture: in agriculture land plays 
the leading part followed by labour and capital but in 
manufacturing industries capital plays the most im¬ 
portant part followed by labour and land. 

§ 16. Organization.—It has been pointed out 
that for efficient production capital is also a necessary 
requirement in addition to the two original factors, 
land and labour. Howsoever small a business, three 
factors—land, labour and capital are sure to be em¬ 
ployed there. A neighbouring carpenter is seen hir¬ 
ing one of the municipal shops. He buys planks, 
nails and screws, paint and varnish in the local mar¬ 
ket. He engages a youngman to do odds and ends in 
his shop and to help him all day long. He has got a 
set of tools that are required in making the tables in 
which he specializes. He himself works hard in his 
shop and usually earns a descent living. To him, 
the shop is land; planks, nails, varnish and other 
stuff, circulating capital; and tools fixed capital; and 
the services of the youngman and his personal effort, 
labour. 

On looking a bit more closely a difference is 
noticed in the type of labour which the youngman is 
doing and that done by the carpenter himself. The 
youngman works as directed by the carpenter who 
decides the plan of his work. His interest lies in 
working for a few hours under the carpenter’s guid¬ 
ance and earning his monthly wage. The task of the 
carpenter is not so simple. His interest and respon¬ 
sibilities in the business are much greater. He con¬ 
trols and directs the entire business from the start to 
the finish, from the planning of production to the sale 
of the finished articles. In short, he organizes and 

in his capacity as an organizer performs the following 
functions. 
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Functions of an Organiser 

§ 17. Functions of an Organizer.—(i) He 

studies the market to ascertain the scope for his 
business and the tastes and means of the consumers 
whose requirements he intends to meet. 

(ii) He fixes the size of his business , that is, de¬ 

cides on the quantity of the finished commodity that 
he proposes to prepare in the course of a week or a 
month. ’-/■ 

(iii) He arranges icr tne purcnase of raw mater¬ 
ials and tools and instruments required in his busi¬ 
ness. He will compare the prices of these require¬ 
ments at various sources of supply and manage to 
purchase them at the lowest possible price. 

(iv) He organizes labour or determines the num¬ 
ber and quality of labourers to be employed, judges 
their efficiency, allots them tasks according to their 
capacity/and supervises and directs their work. 

(v) As a result of changes in the styles and fas¬ 
hions of the customers he introduces changes in /he 
process of production or begins to produce entirely 
new varieties of articles. 

(vi) He has to arrange for the disposal and 
marketing of the finished articles. He considers the 
prices that other carpenters are charging for similar 
commodities: also the price which he should fix for his 
goods; and determines the market where he can sell 
them at the highest profits to himself. 

§18 . Need of Organization.—Just as land and 
labour can achieve little without capital, so will do 
all the three working together unless they are in effec¬ 
tive cooperation. An agency is required to coor¬ 
dinate their functions and to develop them to the best 
advantage. Even under elementary conditions some 
degree of organization is essential. The peasant pro¬ 
prietor, who owns his land and his tools and culti¬ 
vates with his labour and that of his family, needs 
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organizing ability to get the best results. Possibly, 
he has to see that the various factors are combined in 
the right proportions and at the right time; that the 
work in the fields is done in appropriate order; that 

each worker possesses the necessary amount of capital 
to work with; and that each is given a fair proportion 
o work to do m order that it may no t overlap that of 
others. Except in such a rare cast aS this, the various 
factors of production are generally not found in one 
pair of hands One man may own land but possess 
no capital or be incapable of doing WO rk. Another 
may have capital but own no land no.- possess suffi 
cient power to work; while a third may possess neither 
land nor capital, but a strong body or skilful hands 
or sharp intellect. Some one is required' w ho will 
ring them together and combine them in 9i lc h haDDv 
proportions that the maximum of wealth miW be ufo 
duced at the minimum of outlay. To the m, n l ho 
pei forms this valuable service the economist giw the 
name of organizer or business manager. Conditions 

a °w ma V ter C iak ng cons,derabl y- In modern induC 

may come even froir ‘ the ends of ill 
eaith ; workers may be recruited from many districts 

investors S be?ono-ina a f Pltal may fl< ^ w in from numerous 
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forecasting the cnahge in taste ana ia,shion, in the 
price he will have to pay for raw material, and in the 
improvement in the me^ns of transport that may 
open new markets fo^ his goods or face him with 
competition from unexpected quarters. All these 
conditions will affeot his expenses and the price that 
he will realize by felling the article. He may suc¬ 
ceed in clearing bi<* profits or may suffer heavy losses. 
This element of risk is involved in every business. 
In some it is less*, and in others it is more. But as 
long as production is carried on for others and for 
distant places, this uncertainty must remain. This 
uncertainty in business involves the risk for enter¬ 
prise, and he who undertakes the risk, or the liability 
to make ga*ns or suffer losses, is called the enterpriser 

or entrepi^ neur - , 

§ 20* Need of Enterprise. —Enterprise has all 

along b een a necessary factor of production. Unless 
prom y ° ers are willing to expose themselves to unfore¬ 
seer circumstances over which they cannot possibly 
} ia /e control, they cannot undertake the production ol 
any commodity. The world must have been the 
poorer by the loss of many enterprises which have 
proved to be of great benefit to it, if every man were 
deterred by the uncertainty of future course of events 
from running the risk of those enterprises. In 
modern industrial production the need for enterprise 
is great and it will grow still more as trade and com¬ 
merce become more and more world-wide. The ele¬ 
ment of risk involved in business has become so great 
that it is regarded as a special responsibility which all 
and sundry cannot undertake. It has come to be a 
contribution made by a class of people who make it 
their special business. These people are capitalists. 

§ 21. Enterprise Falls on Capital. —None can 
take risk unless he has some capital at stake. Labour¬ 
ers who work for a period and get their wages, risk 
nothing in case a business fails. Even the high-class 
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supply of raw materials at a cheaper rate; to carry 
on experiments with a view to introduce a new process 
in place of the old one; to adopt the best and most 
up-to-date machines in order to increase production; 
to employ canvassers and agents and to advertise to 
push the sale of the finished commodity; all these and 
allied functions are undertaken by organizers who 
must be efficient in them if they desire to prosper in 
their business. J his need for efficient organization 
was never felt as urgently as under the modern con- 
ditions of production. Only one in a thousand men is 
gnted with the ability, spirit and power to work as 
an efficient organizer. First-class powers of organi¬ 
zation are amongst the rarest of human gifts. 

§ 22. Enterprise.— Enterprise means risk-taking 
He who invests his capital in a business exposes it tS 

nrnfit 6S 0r l oss - , Ever y° n e hopes to make a 

profit out of his undertaking but there are so many 

ru t 0 fof°i UnC ff rta i lnty x I that 1 he Can never sure ^ the 

takes enterprise!^ 63 *** chanC6S ° r undei - 

estim^te« y f busl " ess involv es risks as forecasts and 
estimates of production and sale have to be made and 

Ind i^vTaH 8 t may ultimat , el y P rove correct or wrong 
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development in modern industrial production. In 
early stages of economic life, when people had few 
wants and satisfied them with personal labour and 
crude capital, there was little scope for organizing 
ability. The raw material necessary for making the 
finished commodity was produced by the individual who 
also knew exactly how much of a thing he wanted. 
Fashion had little influence on individual consump¬ 


tion which was dictated by custom and varied little 
over long periods. The tools and instruments used 
were locally made and the coordination between a few 
simple toois and family labour was not difficult to 
bring about. Those people, who produced more arti¬ 
cles than they could consume, sold away the surplus 
in the village or at a fair in the neighbourhood. 

Since those days the nature of production has 
undergone vast changes. Though there are indivi¬ 
dual producers, yet even they do not confine their 
productive activity to the satisfaction of their per¬ 
sonal wants. Usually they produce what others de¬ 
sire and others produce the article they themselves 
want. The necessity of clearly knowing the quantity 
and quality of the articles that will find purchasers is 
great. The same article is being produced by numer¬ 
ous people at different places. To know at wna 
price they will be selling the article is essential to a 
producer.' Due to means of cheap and quick tran¬ 
sport it is possible for a producer to satisfy the wants 
of consumers living at distant places. These wants 
may change and do change much more quickly tnan 
they used to do in former times. Custom is e i g 
place to fashion which is much more vanabl^ ^er 1 
in actual production of the article vast capital ana 
hosts of labourers are employed. It makes t 
of the organizer much more difficult 

To find out which man is best fitted for P< 
cular task; to assign him that task and make hnn do 
most of it; to be on the lookout for the sources 
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labourers, who manage the actual production of the 
finished article, are specialists in management alone. 
They receive a fixed payment and have no further 
interest in the prosperity or loss of the business. A 
landlord lets his plot of land on hire to a farmer or a 
factory-owner at a certain rate of rent which has to 
be paid whether business is good or bad. The land¬ 
lord will realize his fixed rent irrespective of the fate 
of the business. He, therefore, does not take risk. 
It is the capitalist who employ huge amount of 
capital, that bear the real burden of loss or appro¬ 
priate rich gains. They risk their capital and conse¬ 
quently undertake enterprise. If they make profit, 
their capital investment increases; if they suffer losses, 
it is reduced. Thus the impact of enterprise falls on 
the capital of the entrepreneur. 

§ 23. Double Function of the Enterpreneur.— 

lhe function of a modern enterpriser is twofold. He 
is the captain of industry and also the great pay¬ 
master. As the captain of industry, he backs his 
biam, his luck and judgment, and undertakes the 
risk As the great paymaster, he distributes remu- 
neration to each factor of production. To the owner 
ot the land he pays rent; to the capitalist, interest; to 
the managers and clerks, salaries; and to the lm^e 

?i la t b0Urers >, T lgeS ' and last ’ thou gh not tile 

for t’hp rf t eVei n' S u C ! ft g 1 ° eS , t0 hi,r as a remuneration 
exnerf J^ wh . lcl ?. he shoulders, for he cannot be 
expected to apply h ls energies and abilities for nothin 
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2. Explain the following definitions of land: 

(a) By land is meant the material and the forces 

which nature gives freely for man’s aid in land 
and water, in air and light and heat. 

(b) The word land includes the whole of animate and 

inanimate nature (exclusive of human beings 
only). 

3. Estimate the importance of land as a factor of 
production. Is land the same thing as free gifts of nature? 
Can you use the word ‘nature’ to mean land in the economic 
sense of the term? 

4. Define ‘labour.’ Differentiate between labour and a 
labourer. How far do you agree with the following definition 
of labour? 

‘Labour is the exertion of body or mind which is not 
undertaken solely for the pleasure of the work itself hut 
rather with the purpose of obtaining an income either in cash 
or in kind.’ 

5. How do you distinguish between land and labour as 

factors of production? Show that the use of one is necessary 
for the other in producing wealth. v 

0. Expalin clearly the meaning of the term ‘capital.’ 
Consider the part it plays in production. Under what cir¬ 
cumstances can land be brought within the meaning of the 
term ‘capital’ ? 

7. Trace the origin of capital and also the growth of 
its importance in modern times. Discuss how capital differs 
from money and wealth. Do you see any difference between 
capital and capital goods? Illustrate. 

8. Distinguish between 

(i) Fixed and circulating capital. 

(ii) Production and consumption capital. 

(iii) Capital and land. 

(iv) Capital and labour. 

9. What is meant by ‘organisation’? Why does the 
necessitv of organisation at all arise? Estimate the nnpor 
tance of organisation in production. 

10. Discuss the following statements: 

(a) Land, labour and capital working alone can do 
little. In their union is strength. 
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(b) Only one man in a thousand has the ability, 
spirit, and power to direct an army of men 
with a variety of interests through a maze of 
difficulties. 

11. What are the functions of an organiser in modern 
industry? Can you name any business that involves no 
risk? How far do you agree with the following? 

‘Planning ahead and working for the future were never 
so important as they are now.’ 

12. What is meant by organization? Suppose you were 
asked to organize cotton handloom industry. How will you 
do it. 


CHAPTER III 


LAND IN INDIA 

Economics plays a very important part in the 
life of individuals and also of nations. Most of the 
activities of man can sufficiently be explained as being 
based on economic considerations. A major portion 
of the working hours of a man’s life-time is spent in 
dealing with the ‘ordinary business of life.’ And on 
the degree of success with which the problems of this 
business are tackled, depend the prosperity and happi¬ 
ness of mankind. 

The material well-being of Indian people like 
that of any other nation depends upon several factors, 
a study of which constitutes a well-recognized science 
known as Indian Economics. This science only seeks 
to inquire into the nature of India’s present economic 
condition and attempts to investigate into the means 
and methods of improving it. The economic questions 
arising in Indian setting, with Indian temperament 
and Indian outlook, need a special angle of study and 
probably a particular line of approach. 

Human beings are free to think, yet not so free to 
act. Nature with its vast resources determines the 
channels through which the human activity will be 
directed. Productive activity is possible only with 
the help of Nature which provides the basic raw 
materials on which human beings act. If Nature has 
been bountiful in showering its gifts on a nation and 
has also shown favour bv not placing too difficult 
obstacles in the wav of their exploitation, man s eco¬ 
nomic efforts are richly rewarded and he leads an 
easy, prosperous and happy life. But in the face o 
natural odds the struggle for the control and exploita¬ 
tion of its resources becomes severe and man has to 
lead a poor and strenuous life. Luckily, Nature has 
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been exceptionally kind to India and has provided her 
with almost all the important raw materials and other 
resources necessary for the nation’s economic develop¬ 
ment. Still if Indians are poor and their material 
advancement has been slow and fitful, the answer 
should be sought in the domain of human endeavour. 

§ 1. Extent of Land. —India is about 2000 miles 
in length from north to south and about 2500 miles in 
width from east to west. It covers an area of nearly 
1-8 million square miles, of which about 11 million 
square miles are under British administration and 0-7 
million square miles under Indian States. The vastness 
of our country may be judged from- the fact that British 
India alone is about one-third the size of the United 
States of America, and the whole of India about half 
the size of Canada. India is a world in herself, being 
fifteen times as large as Great Britain. She is equal 
to the whole of Europe excepting Russia. The 
Presidency of Bombay can accommodate Spain, the 
United Provinces Italy, and the Punjab the whole of 
the British Isles. 


§ 2. Geographical Location of India. —India 
enjoys an excellent situation, having on her northern 
boundary the huge Himalayan wall which protects her 
ii om the cold winds of the Tibetan plateaux, and on 
her north-western and north-eastern boundaries the 
offshoots of the mountain barrier which shield her from 
unfriendly influences across the borders. Standing at 
the head of the Indian Ocean and almost at the centre 
of the Eastern Hemisphere, she occupies a position 
which is extremely favourable for international trade. 
She commands trade routes that radiate in all direc- 
tions. They lead to Europe and Africa on the west, 
to Ceylon and Australia on the south, to China and 
i a f" 01n f the east and to Afghanistan, Tibet, Nepal 
" d 2 h A Utan , ° n f t he north * Sh e has an extensive 

and> l U he C0 ^ es t0 own wh at she needs, a 
suitable mercantile marine, she stands quite a fair 
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chance of becoming one of the principal carriers of the 
world’s trade. 

Four Natural Divisions of India 

On the basis of structure, soil, climate and rainfall, 
India can be divided into four well-marked divisions. 

§ 3. The Himalayan Region. —The Himalayas 
which form the chief physical feature of this region 
make a natural impregnable barrier just to keep away 
the enemy. They intercept the heavy monsoon winds, 
thus making them yield their moisture either in the 
form of snow to cover their magnificent altitudes or in 
the form of torrential rains to drench the parched 
plains down below. They are clothed with forest trees 
that form a sort of reservoir for the enormous deluges 
feeding the rivers of Northern India. The forests are 
the source of enormous timber, fuel and fruits. Lower 
in the Terai are found dense jungles abounding in wild 
animals of numerous species and also a variety of 
bamboos, grasses and trees which supply the raw 
material for industrial products like paper, katha , 
turpentine, rosin, tanning and matches. The Assam 
hill-slopes are noted for high-quality teas, while the 
Kashmere valley grows fruits and rice in abundance 
in addition to possessing one of the very best, if not the 
best, of natural scbnery in the world. Considerable 
mineral wealth is reported to lie hidden deep in the 
bowels of the Himalayas, but that does not seem to be 
fully justified. Copper was mined in olden days, as 
the copper industry of Almora and the neighbourhood 
supplies ample proof, but the output must have been 
poor because it has since then been abandoned. Land 
for agricultural purposes is scarce and has got to be 
prepared by cutting down the side of the hills and 
embanking the edges of the rivers. Apart from the 
fortunate valleys where some stretches of land are 
available in the fields like those of the plains, as a m e 
the river bank and terrace cultivation is carried on. 
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Any deficiency in the rainfall is made up by an interest¬ 
ing system of irrigation which consists in making the 
water of the neighbouring mountain streams flow over 
the terraces or steps of the fields one after the other. 
Land is not fertile and the soil very thin which yields 
rice, madua and a few pulses. The greatest problem 
of this region is the transport of men and goods. 
Railways are unheard of and the roads few which cost 
huge sums in constant repair. Though on the main 
roads the motor buses have begun to ply, the popular 
means of transport are the hill-men or the beasts of 
burden like ponies, sheep and goats. The one aspect 
of economic life in which this region is rich is the 
possibility of huge development of hydro-electric 
schemes from the rivers which have numerous falls on 
their courses through the mountains. 

§ 4. The Indo-Gangetic Plain. —It is a vast 
expanse of level surface thickly floored with the most 
fertile alluvial soil brought down by the Indus, the 
Ganges and the Brahmaputra. The Thar Desert and 
the Aravali Hills divide it into two distinct regions, 
the Indus Basin and the Ganges Basin. The former 
is practically dry and sandy, while the latter moist and 
water-logged. These features reach their extremes in 
bind and Thar on the west, and Assam and Bengal on 

LI10 6«lSt. 


The region may well be proud of having the holy 
Granges gliding through its extensive sheet of alluvium, 
there is not a river in the world which has influenced 

—' V ° r co " tnbut f d th e growth of material 

° f S °nu e f tblc *’. t0 such an extent as the 
in itf, li ^ ' Vl r atb India has been concentrated 

h ".vp !i ey ’ and b T a f; h the shade of trees whose roots 
dor^nm^ 11 nourished by its water the profoundest 

be promulgated afar for the guidance of the world ’* 


* Imp. Gaz., Vol. I, p. 26. 
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In no part of the world is to be found such a fine 
network of irrigation canals as in this region, now 
having the world-renowned Sukkur Barrage which 
speaks volumes of the wonderful achievements of man 
in his efforts to turn the dry and desolate tracts of land 
into populous spots of smiling plenty. 

This region has always been known for its in¬ 
exhaustible riches, so that it has attracted from time 
to time ambitious people who wanted to enjoy its 
bounty either through the sword or through the scales. 
Even to this day it is economically the most advanced 
region in India and has the bright prospects of becom¬ 
ing in future one of the coveted industrialized regions 
of the world. The irrigated tracts of Sind and the 
famous black cotton soils are already producing rich 
crops of fine cotton; the moist tracts of the United 
Provinces and Bihar are growing considerable 
quantities of excellent sugarcane; the hilly tracts all 
over the plains are raising abundant amounts of 
oilseeds, and the wet parts of the Gangetic delta yield 
the best quality of jute in large quantities. The 
animals also furnish various kinds of raw hides and 
skins. All these products can supply enough raw 
materials for a large number of mills and factories. 
The south-eastern section of the region may well be 
described as Nature’s vast storehouse for minerals such 
as coal, iron, mica, manganese and others which may 
be filled into the blazing furnaces and shaped into 
cheap and up-to-date implements and machines. The 
snow-clad Himalayan mountains containing numerous 
rapids of the streams running through them oner 
immense possibilities both as regards the quantity ol 
hvdro-electric power that can be generated and the 
cheap rate at which that power can be transmitted ovei 
long distances and made available in all parts o 
Northern India to drive modern machinery. The hard¬ 
working class of idle cultivators can supply 
necessary amount of cheap labour. And, above a , 
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the unusual flatness of the entire region makes the land 
wonderfully suited to the easy and cheap construction 
of railways that can be made to traverse the whole 
region so as to knit together its isolated and scattered 
parts into one solid unit. 


Not commercial crops alone, other agricultural 
products also in which this region specially abounds 
can start quite a good number of mills and factories. 
Agriculture has been the chief industry of this region 
which has an area nearly one-third of the area of the 
whole country and supports a population almost twice 
as big as that in the rest of India. The area already 
under cultivation may be increased by cutting down 
forests, filling the marshy tracts, draining water¬ 
logged areas and reclaiming eroded lands. 

When Nature is so lavish in her gifts to this region, 

it is only up to man now to turn this bright visionary 
dream of industrial development into a glar ing reality 
full of life and activity. 

§ The Deccan Plateau. —In contrast to the 
alluvial plains of the North, this triangular tableland 
has a thin layer of the upper soil over the rock-bed of 
which it has its foundation. By ‘ far the oldest region 
m India, it is essentially rocky and possesses crystalline 
sou capable of producing minor crops like' barley, 
jawar maize and ragi and a few oilseeds, specially the 
groundnut. The Nilgiris supply tea and coffee'and 
forest teak sal, ebony and sandal. Its most fertile 
section is the north-western black cotton soil which is 
the gift of the volcanoes and the home of cotton produc- 

■. , Xt f ® ec J s the cotton industry centred at Bombay 
a ? t -y im edabad which are responsible for about 95°/ 
of Indmn output. Due to the hard crust of the earth 
auH 1 p t * une Y enness the construction of canals is difficult 

l ® pe " slve> and building of the roads and railways 

are nnt “T T £ e mi " eral deposits of coal and iron 

msn^ne! c 35 ^ 0Se ° f the Gondwana fields though 
manganese is found in abundance in C. P. and nearly 
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the entire output of gold comes from Mysore. But 
the Western Ghats can boast of the biggest Indian 
hydro-electric schemes which supply power to Bombay 
City and suburbs, its mills and trams, and the railway 

system between Bombay and Poona. 

' § 6. The Coastal Strips—These long strips ot 

land*on the west and east of the Deccan Plateau lie 
between the Ghats and the sea. The strip on the 
Malabar Coast is known as the Western Coast strip 
and that on the Coromandal Coast, the Eastern Coast 

strip. T 

The greater part of the Western Coast strip is 

covered with coconut trees and a great many villages 

are full of groves of betel-nut palms, pepper and 

cardamoms. The alluvial soil of Gujarat makes 

splendid garden-land, while its black cotton soil yields 

the famous Broach cottons, the finest in India. I he 

Konkan tract receives abundant rains and produces 

rich crops of rice. The electric power generated on 

the Ghats provides a great impetus that may lead, in 

the near future, to a phenomenal flotation of new 

industrial concerns of almost every description It is 

quite possible that the indigenous handicrafts like 

may dwindle into insignificance, with the growth oj 

important outlet for the products of Southern India 
but also enjoys, on account of its situation o 
western sea-board, an enviable position that keeps 1 
touch with the principal markets of the world. 

The Eastern Coast strip is comparable in respect 

ofteSitytotheMoWtic Plain. 

the largest cultivable area; but cotton and sugarcane 
are by no means inconsiderable crops of the l egi an 

sisar 
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cotton suited to different localities. It is being «c- 
cognised by and by that this strip of land forms one of 
the most suitable parts for the cultivation of that 
variety of sugarcane which is deep-rooted and resuires 
very little water for its growth. The departments of 
Industries and Agriculture are rendering valuable 
assistance in the development of the sugar industry. 
Groundnut is on a rapid increase and is fast growing 
into a crop of great industrial importance. Jute 
being produced now in Northern Sircar^, it has given 
rise to a few jute mills. Tanning is one of the prin¬ 
cipal industries of the region and there is considerable 
export trade in skins and hides. Shallow seas off the 
coast have flourishing fishing industry. A number of 
indigenous match factories are running on cottage 
lines. In addition to these, there are spinning and 
weaving mills, oil-mills, soap factories, rope-works 
and a few others. Arrangements have also been made 
tor organizing the sale of the products of Madras 
cottage industries in European markets. Several 
places are receiving electrical energy from the hydro¬ 
electric projects that have been completed. A J few 
projects are under construction and a few more are 

P at6d ' Such a w onderful progress as 
Sl InH m f de , h ?' e ? lnnot but augur a good future for 
Indk d * devel °P ment of this Part of Southern 

for m Uwo™ 4 ® * nd Rainfall.-India stretches 
torm 8 to 37 north latitude and the Tropic of Cancer 

passes through the middle of it. It is thus roughly 
t lf ed -j 10 two belts ’ !ndian peninsula which if in 

whichwhoUv fX at0r J£- Z ?K e and Northem India 
wholly falls within the temperate zone Natn- 

higher than^hat^ f ls ^ ott ^ r . and its mean temperature 

£-Mrs 

■asA-asr is 


.1 


varying 
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from flats a few feet above the sea-level to elevations 
29,000 feet above the sea-level, includes within its 
borders every conceivable variety of climate, from the 
dry and hot semi-desert plains of Sind and the con¬ 
tinental extremes of the Punjab to the damp and 
fertile lands of Bengal and the pleasant hilly vale 
of Kashmere. The climate differences are so great 
that at one period of the year the heat is unendurable, 
fills the whole country with deathly stillness and with 
only a few interrupting advances of blinding violent 
dust-storms followed by excessive outburst of rain, 
while at another the temperature is moderate, atmo¬ 
sphere calm and rains scanty. 

§ 8. Influence of Climate.—No factor of man’s 
environment exercises a wider influence on man than 
climate. It affects his food, clothing, shelter, physi¬ 
que, mind, habits, occupations and culture. 

Nearly all food is furnished by plants which are 
influenced by climate more than anything else. Mois¬ 
ture and heat, two climatic factors, are essential for 
plant life. The actual produce of food depends on 
the amount and distribution of rainfall. Sunny 
weather in a region of heavy rainfall is a boon. Sun¬ 
shine is required not only for the ripening of crops but 
also for flavour in fruits and flowers. The nice 
quality of fruits grown on the terraces of hilly coun- 
tries like Nepal and Kumaun is due to the fact that 
the sun’s rays are caught almost at right angles by 


the terraces. A 

Climate also decides the kind of clothing ana 

shelter needed by man. Hot summers of India do 

away with the necessity of clothing except a scan y 

amount of it to cover his nakedness. Climatic dine - 

ences are reflected in some of our provinces in 

nature of the head-dresses used by the people of ti • 

provinces. The Punjabis with a turban on hen heads 

stand in great contrast with their Benga p un jab 
without any head-dress whatsoever. The Pun]. , 
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being hot, necessitates the use of safas so as to provide 
protection against sun-stroke, while Bengal, being 
damp and moist, obviates the necessity of a head¬ 
dress altogether. 

Climate influences the type of architecture, the 
plan of buildings, and the material used in their con¬ 
struction. The frail mud-houses with thatched roofs 
in villages give all the shelter required against the 
fiery rays of the sun in summer, while pucca houses of 
stone, concrete or fire-baked bricks, and sloping roofs 
covered with thatch in towns are a necessary 
protection against low temperature and heavy 
rainfall. 


Climate affects the physique and character of the 
P e oplc- A hot and moist climate brings weakness 
and fatigue after a little exertion. It produces dis¬ 
inclination to hard work and reduces the longevity of 
life by exposing the body to the attack of innumerable 
tropical diseases. The utter dependence of agricul¬ 
ture on the seasonal and precarious rainfall has 
made the cultivator fatalist who regard all calamities 
and mishaps as simply due to the wrath of the Pro¬ 
vidence and does little himself to improve his lot. 

Climate moulds the habits of the people. Much 
effort is not needed in this country to grow food with 

andnnpnt^-- 1116 P t° P u are ease ' lovin g> indolent 
and unenterprising. In those regions of unfavour¬ 
able climate where nothing could grow except in 

rjiaLi!: ard labour> peopie are sturd >- st ™s 

Climate controls trade and commerce as it loca 
a°^ Plan h and animal P roducts < and to 

fsnitahl A The f moist cllmate of Bombay makes it 

clear cl m^p me l° r u 0tt r' Spinnin o industry; and its 
ear climate with abundant sunshine and few cloudv 

dustry 6nderS * SpeCla % fit for the Cinema fitti' 
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Lastly, climate accelerates or retards the progress 
of mankind. Civilizations were born in warm, tem¬ 
perate and sub-tropical regions and grew in cool tem¬ 
perate regions, while backwardness of the damp 
tropical regions is due mainly to the influence of the 


climate. 

§ 9. Rainfall. —Of all the factors that enter into 
the Indian climatic conditions, rainfall is by far the 
most important. In May and June when air burns 
hot and the entire land-surface is turned into a blaz¬ 
ing furnace with its torrid influence spread in all 
directions, people eagerly long for the welcome show¬ 
ers of rain that will cool the atmospheric furnace by 
drenching the baken brown surface of the earth. By 
July the South-West Monsoon which reaches every 
part of India in two currents, the Arabian Sea branch 
and the Bay of Bengal branch, is fully established 
over this country and is responsible for nearly 90% 
of the total rainfall. The amount of rain in Northern 
India decreases as one proceeds from east to west and 
also from north to south. Cheerapunji in the Assam 
hills receives as much as 472 inches rainfall annually 
while Baluchistan gets about 5 inches only. Thus 
rainfall also like the climate presents striking varia¬ 
tions, though the average annual rainfall of India is 
recorded as 45 inches. Its distribution is marked by 
diversity in place and uncertainty in time. Places 
lying in the path of the monsoon receive much heavier 
rainfall than those outside it. In Cheerapunji rains 
burst in torrents- thereby causing irreparable sou 
erosion. Fine particles of the soil, to which is d 
the fertility of the land, are carried away by the run 
ninJ water and deposited elsewhere. In Upper Sind 

the amount of rainfall is so deficient that recourse has 

to betaken to artificial irrigation from canals. 
Practically the whole of the rainfall of India ns con 
centrated into a few months of the year and not spread 
over all the twelve months equitably. Mo 
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rain that breaks out in downpours finds its way 
through the drains and rivers into the sea and is com¬ 
pletely lost. A good deal of it is evaporated in the 
hot weather, thus leaving only an insignificant quan-. 
tity that percolates into the soil and is conserved to be 
utilized in raising crops. 



§ 10 \ Importance of Rainfall.— Perhaps in no 
mich fnf° n ° f the worl ^ 1 does rainfall enter so 

Ss foVihT m ° Stly ° n a S riculta re, which de- 

Ev“dentlv 117 eX ' Stence , on ^e monsoon rains, 
the veaidi erefore, rams in this country mean 

whofin S f" 10,1 f of e te “ millions of people 

hard-working cultivator looks up to the^skyZ The 
supplies the m ^"hearing and life-sustaining cloud that 

ing* with ^ ^bring- 

t0 be present in the e “mosphe S re anC C 0 ^qienti e y ! a tf 
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the rain is abundant, his crops are plentiful and he is 
amply rewarded for his labour. But, if the rain 
fails, it often leads to a severe famine involving the 
loss of thousands of lives. Even delay in the break¬ 
ing out of the monsoon results in the wide prevalence 
of epidemics in the country. Not to speak of the 
rain, the slightest blowing of the western winds that 
dry up his fields makes the cultivator uneasy and 


nervous. # . , 

In a country like ours with a sharply defined 
rainy season, it is not the amount of rain so much as 
its proper distribution in regard to place and time, 
that is of vital importance. Bad distribution of 
rainfall over the various parts of the country has a 
far-reaching effect on the nature of crops grown the 
extent of area actually cultivated, and the methods ol 
cultivation in operation. Irregular distribution and 
uncertainty of rainfall throughout the year most seri¬ 
ously interfere with agricultural operations and ad¬ 
versely affect the prosperity of the country. It at 
one time of the year the rainfall is heavy, it drowns 
or washes away' the standing crops and causes soil- 
erosion and water-logging. If it is scanty, 1 ju 
the agricultural industry. It may also arrive earlier 
or terminate sooner, thus leading to partial or total 

failure of crops. Dllffprc; on 

But it is not agriculture alone that suffers 

account of unevenness and vagaries of 
trade, commerce and the internal peace of thecounit y 
also are greatly affected, thereby causing wide van 
Sons in the income of the Government as wel • The 
income is large if the rain ^ favourable But^the 

and panic. It is for this reason that the^mm ^ 

the Annual Budget of the Bidm „ ^ severa [ 

been spoken of as a gamble in rain. trial on 

months in a year our country is on a r hich 
account of the peculiar character of our rainta 
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is not only seasonal but also uncertain and irregular. 
The summer monsoon is of vital importance to us 
and may well be described as the pivot upon which 
the whole of Indian life swings. By it India lives; 
without it there is starvation, misery and death. 

The year in India may be divided into three 
seasons, the rainy season, the winter and the summer, 
each roughly of four months’ duration. But the 
more important division is between the Khar if or 
the monsoon season extending from May to October, 
and the Rabi season comprising the rest of the year. 

u § Congenial climatic conditions will 

bear out full results only when the country has good 
sods. This brings us to the importance of soils in 

India Geologists classify the soils of this country 
into three mam types: J 


( 1 ) The alluvial soil.—In Northern India it 
occurs in Sind, Gujarat, Rajputana, the 
Punjab, the United Provinces and 
Bengal. In Southern India it is found 
on the coastal strips and in the Goda¬ 
vari, Krishna and Tanjore districts. 
Generally speaking, in North-Western 
India the soils are sandy, porous and 
diy. In Bengal the soils are more com- 
pact less coarse and moist. The soils 
m the deltas and coast-strips of the 
Ueccan are non-porous, clayey and of 

“ c ° loul '- Bemg .rich in chemical 
piopertics and organic ingredients, the 
alluvial soils are capable of growing 
most of the Kharif and Rabi crops, and 
there are few soils in the world that 
can surpass them in productivity. 

(ii) The red soil-It is derived from rocks and 
IS tound in south-east of Bombav 
Mysore, Madras, East Hyde® 
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Central Provinces and South Bengal. 
This tract is known as the crystalline 
tract and possesses rather a low ferti¬ 
lity, but with irrigation facilities it can 
produce rice, maize, ragi and other in¬ 
terior crops. 

(iii) The black cotton soil .—It is the product of 
the decomposition of volcanic matter 
and derives its name from its dark 
colour and its suitability for the growth 
of cotton. It covers the greater part of 
Bombay, Berar, Western Hyderabad, 
Central Provinces and Central India. 
It easily absorbs and successfully retains 
rain water and is suited to the growth 
of cotton, wheat, jowar and other 
minor crops. Regur, by which name 
also it is known, is said to possess an 
almost inexhaustible fertility. 


§ 12. Forests. —India possesses valuable natural 
wealth in the form of her magnificent forests whose 
character depends largely upon rainfall and elevation. 
The Himalayan region, Assam, and the Western 
Ghats which receive copious rainfall, are covered 
with evergreen dense forests of pine, palm, deodar, 
oak, sal, teak, bamboo and rubber trees, ine 
Terai, the Central Highlands and the Sunderbans 
which receive less copious rainfall, have deciduous 
forests which yield sal, betel-nut, firewood, Babar 
grass for making paper, and barks of trees for tanning 

leather. _ . 

Forests cover nearly one-fifth of the area 

British India. They are the property of the state, 
and yield a considerable net revenue to the t*overn- 
ment, after meeting the expenses of the I orest ue 
partment. For administrative purposes they a 
classified as (i) Beserved, (ii) Protected, and (m) 
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Unclassed according to the degree of control exercis¬ 
ed by the Government over the rights of individual 
and public use. The object of forest administration 
is to protect the heritage of Nature against the rapa¬ 
city of mankind and to improve the yielding capacity 
of trees. The Forest Research Institute of Dehradun 
is engaged in doing useful research work. 

Benefits of Forests .—The reckless destruction 
of forests for centuries, the increase of popula¬ 
tion, the extension of cultivation, the multiplication 
of herds of cattle and the increasing demands for 
timber and firewood for railways necessitated the 
adoption of the policy of forest conservation by the 
£ 0 ™rnm« nt in 1855. The Agricultural Commission 
(1928) has also stressed that a certain percentage of 
forests is absolutely necessary for agriculture. 

orests are, in fact, the handmaid of agriculture, 
-they supply the agriculturists with wood for fire and 
implements and with small timber for making and 
repairing houses They provide fodder and also 
grazing grounds for their cattle. They provide work 
to a large number of workers such as woodcutters 
sawyers, carters and others, offer employment to a 
good many persons such as carpenters, tanners 

l rope makers and several other artisans! 

More than a mi lion and a half people of India o* e t 

sSnnlv o e f h r h r d this , Wav ' Th ey are a sourced 
1 SPPy °t raw materials to a number of industries 

like fir splinters for matches, sabai grass for oaner 

timber for cabinet-making, bark for tfnnig and lac’ 

respective*industries. Catechu for thei ' 

£«™VrST d y co "5™» “s 

them increasing th ? 1 .* up Pjy of wa ter that feeds 
green foliage and by conserving moisture, Checkin! 
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floods, breaking the force of winds, affording shelter 
to cattle, game and useful birds, and creating a 
healthy aesthetic effect upon the people. 

Animals .—The extensive forests of India shelter 
a large variety of animals which are of no small 
consequence in an agricultural country like India. 
The most important of them are: (i) cows and buffaloes 
chiefly valued for milk, (ii) bullocks prized for ply¬ 
ing carts and drawing water and ploughs, (iii) goats 
and sheep kept for meat, wool and manure. Other 
animals are horses, ponies, asses and mules used as 
pack-animals everywhere; camels used for transport 
across deserts, and fish used as an article of diet 
in Bengal, Assam and coast-strips. Animals also 
yield hides, horns, fat and bones. 



area 


~ ^■ 


S 13. Vegetable Products— Though the total 
'of the country is a large one, the actual area 
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under the crops is comparatively a small percentage 
of the total as is seen from the following figures which 
also indicate changes in the utilization of land iiom 

1937-38 to 1940-41. 


Description 

1937-38 

1940-41 

Area in 
million 
acres 

Percent¬ 
age to 
total 

Area in 
million 
acres 

Percent¬ 
age to 
total 

Area according to village papers. 

51 

• • • 

512 


Area under forests 

68 

13 5% 

•68 

13-5% 

Area not available for cultivation. 

92 

18% 

87 

17% 

Culturable waste other than fallow. 

92 

18% 

98 

1 19% 

Fallow land 

45 

9% 

45 

9% 

Net area sown 

213 

42% 

214 

42% 

Area irrigated 

53 

9*7% 

56 

11% 


The area under forest cannot of course be utilized 
for cultivation while that covered by mountains, rivers, 
lakes, roads and the town and village sites cannot be 
available for farming. Of the rest as much as 45 
million acres is left as fallow land to recover from 
the exhaustion of fertility from crop production and 
as a result only 42% of the total is actually under the 
crops from year to year. 

1. Food Crops 

The richness of India’s soil supported by a tem¬ 
perate climate and sufficient rainfall enables her to 
produce a variety of crops both food gains and com¬ 
mercial crops. The more important of these are being 
detailed below. 

(i) Rice is India’s most important food crop 
and covers 69 million acres, the largest area of all. 
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It requires a rich clayey soil and plenty of rainfall 
and therefore thrives best in Bengal, Bihar, Orissa, 
Chhotanagpur, Konkans and the deltas of the Indus, 
and the chief rivers of the Deccan plateau. An aver¬ 
age yield of about 30 million tons is insufficient to 
meet the requirements of the country and much rice 
is imported from Burma, the supply having been cut 
off due to enemy-occupation. The amount produced 
in the country fell far below the normal consumption 
of the people and was partly responsible for, an 
unprecedented famine in Bengal in 1943-44. 

(ii) Wheat .—Wheat is next in importance to 
rice. It grows well in a fertile soil having a veneer of 
sand in it, requires cold and dry climate and a rain¬ 
fall of 15"—25". The areas most suited to wheat 
cultivation are the Punjab, Sind, the U.P. and Cen¬ 
tral India. The quality of wheat produced in the 
country is much inferior to foreign wheat. Through 
the efforts of the Imperial Institute of Agricultural 
Research its variety is being steadily improved. The 
average area under this crop is 27 million acres and 
the produce about 10 million tons. 

(iii) Barley .—It is a minor food crop though 
extensively 6 m. acres cultivated. The conditions of 
its growth are nearly similar to those of wheat and it 
is cultivated mostly in the colder and drier regions 

of the U P. and the Punjab. 

(iv; Millets .—These constitute one of the most 

important groups of crops in India. . They supply 
food for the poor classes of population and fodder for 
the cattle. Jowar, Bajra and Sorghum are the chiet 
varieties. They are dry crops and are grown in 
Sind, Rajputana, the Punjab and the Deccan. Maize 
requires greater moisture and is produced in Northern 
India while Pulses are grown all over the country. 
The area under the millets is 37 million acres, under 
maize 5-6 million acres and under other food grains 
and pulses including gram it is 42 million acres. 
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2. Fibres 

(i) Jute. —Jute requires abundant rainfall, 
damp and hot climate and rich soil which should be 
renewed every year by floods. India enjoys a vir¬ 
tual monopoly of jute and produces 95% of the world 
output. Due to adverse economic conditions the in¬ 
dustry has been hard hit and the area under the 
crop has gone down, to 2-8 million acres in 1937-38, 
but the war gave a great impetus to this industry and 
the acreage rose from 2-8 million to 43 million acres 
by 1940-41. Compulsory restriction of jute enforced 
from this year reduced the acreage to about of mil¬ 
lion which again went upto 3-3 million in 1943, the 
total yield in that year being 69 lakh bales compared 
to 86 lakhs in 1937-38. 

(ii) Cotton .—Cotton is one of the most import¬ 
ant commercial crops of the country and occupies a 
very prominent place in the list of exports, second only 
to jute. It is best grown in the black cotton soil of 
the Deccan which retains plenty of moisture. The 
chief cotton areas are Gujarat, Kathiawar, the C.P., 
Sind, the U.P. and the Punjab. An area of 18-8 
million acres produced in 1942-43 an output of 4 6 
^kh bales of 400 lbs. each. The attempts of 
the Indian Central Cotton Committee have succeeded 
in producing certain medium staple varieties which 
are being adopted more extensively, the acreage so 
covered was 8 9 millions, in 1942-43 


3. Sugarcane and oilseeds 

S u gar cane requires rich soil and 

d l°L and hofc and moisfc climate. The 

?£ he Cr ° P *V aS since 1932 increased enor- 

cxppprLfa th n - area under lts cultivation in 1943-44 

imnrrvvprl m . 11 . on a< n'es, 75% of which was under 
improved varieties. The U.P. and Bihar are its 

and C Benrai n also W p| lle Bomb ? y ’ the Punjab, Madras 
g also claim certain percentages. Now 
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India is able to produce all her requirements of 
sugar. 

Oilseeds .—Oilseeds constitute an important group 
of crops covering 17 million acres and are equally 
suitable for home consumption as for industrial pro¬ 
duction. The main oilseeds are Linseed, Rape, 
Mustard, Castor and Groundnut. They require tem¬ 
perate climate and deep, alluvial and moist soil, and 
they are grown all over India. The import of 
mineral oil has hit oil-seed products seriously and 
the area under them has recently gone down. A great 
percentage of the output is exported to foreign 
countries. 


4. Plantations 

Tea .—It is the most important plantation crop. 
It requires a warm and moist climate and thrives 
best on the slopes of the hills where water may not 
settle near the roots. The areas noted for tea culti¬ 
vation are Assam, Darjeeling, Dehradun, Kangra 
and Nilgiri Hills. The area covered with tea planta¬ 
tions was 7£ lakh acres and output 430 million lbs. 
Most of Indian tea is exported to United Kingdom 
and from there sent to U.S.A. and European coun¬ 
tries, while its home consumption is low and comes to 
an average of only 0-2 lb. per head per year. 

Coffee .—Coffee production is confined to the 
South where warm- and moist climate help it to 
flourish luxuriantly. Mysore, Travancore, Cochin 
and Nilgiris are the chief centres of coffee plantation. 
The industry has suffered due to competition of 
Brazilian coffee. 

Tobacco —Tobacco needs hot and damp climate 
and is grown in Madras (Trichinopoly), Bengal, 
Bihar, the U.P. and Orissa. 

8 14- Minerals.*—India is said to be rich in 


* With special reference to C. P. and Berar. 
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mineral deposits which cannot only maintain most of 
the key-industries in the country but also can give 
rise to a number of metallurgical industries. In 
recent years mineral production has been stimulated 
on account of the Great European War of 1914, the 
development of transport facilities and the industrial 
progress of our country. Principal minerals of India 
are: 

(i) Coal .—India produces more coal than any 
other part of the British Empire except 
the United Kingdom. Most of it comes 
from the Gondwana coal-fields (Bengal, 
Bihar, and Orissa). Besides these coal¬ 



fields, there are coal-mines in Assam, 
the Central Provinces, Hyderabad 
State, Central India, Rajputana, Balu¬ 
chistan and the Punjab. The coal out¬ 
put in 1938 the latest year for which 
statistics are available was 28-3 million 
tons, about 3 million tons in excess of 
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the produce of the previous year and was 
valued at Rs. 10 crores and 64 lakhs. 
The Gondwana fields alone were respon¬ 
sible for as big a share of the output as 
23 million tons. Evidently thus the 
Deccan posseses practically no coal-fields, 
whereas those that are found in Northern 
India are unevenly distributed. With 
the exception of Bengal coal which is 
comparable to foreign coal, all the rest is 
poor in quality. A Coal Grading Board 
has already been established to improve 
its quality and it is highly essential in 
the interest of the country to conserve 
good quality coal. 

(ii) Iron .—India is the second largest producer 

of iron-ore in the British Empire. 
Important iron deposits occur in Singh- 
bhum and Keonjhar, Bonar and Mavur- 
bhanj States of Bihar and Orissa, where 
a range of iron-ore running continuously 
for about forty miles is said to exist. 
The Barakar Iron Works, now the 
Bengal Iron Company, Ltd., led to the 
introduction of modern iron industry 
into India in 1874. The Tata Iron and 
Steel Company which has shown remark¬ 
able development has greatly stimulated 
the production of iron-ore. 

(iii) Manganese .—By the side of iron-ore 

deposits there is usually found a very 
valuable industrial mineral known as. 
manganese. It is chiefly used in the 
manufacture of steel. Its compounds are 
required for printing, colouring cloth and 
removing bluish tint from glass in the 
process of manufacture. At one time 
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India displaced Russia as the first among 
the world’s producers of this metal, but 
later Russia headed the list. The chief 
manganese-producing areas are the 
Central Provinces, Madras, Bombay and 
Mysore. 


(iv) Gold .—The Kolar field in Eastern Mysore 
yields the greatest quantity of gold 
produced in India which contributes 
nearly 3% of the world’s output of gold. 
Small quantities of it are mined in 
Hyderabad State also. 


(v) Petroleum .—On either side of the Himalayan 
arc there are two distinct oil-bearing 
areas, the Eastern and the most import¬ 
ant area including Assam and Burma, 
and the Western area including the 
Punjab and Baluchistan. The most 
developed oil-fields in the Irrawaddy 
valley are Yenang-yaung and Singu 
which contribute nearly nine-tenths of 
the total yield of India. Though the 
home production is greatly increased, it 
is not able to cope up with the require¬ 
ments of the country, so much is the 
consumption of petroleum and petrol 
augmented in recent years. This short¬ 
age has become much more glaring now 
that Burma has ceased to be a part of 
India. 


(vi) Mica .—India turns out more than three- 
fifths of the world’s total supply and 
ranks first among the mica-producing 
countries of the world. Its mines exist 
m Hazaribagh, Gaya, Monghyr and 
-Nellor. It is used as an insulating 
medium m the electrical industry. 
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(vii) Saltpetre .—This mineral is required for. 
purposes of manure, for the preservation 
of food and for the manufacture of 
explosives. It is produced mainly in 
Bihar, the United Provinces and the 
Punjab. At one time India had the 
monopoly of the world’s supply of 
nitrates, but now the production has 
declined on account of the heavy duty 
imposed on exports and the competition 
of Chile nitrates and French potash salts. 
After retaining a small quantity of the 
total output of saltpetre in India to be 
used as fertilizer in the tea gardens ol 
Assam, the rest is exported to foreign 


countries. „ 

(viii) Salt .—It is obtained in India from tour 
sources, namely, from the sea-water on 
the coasts of Bombay, Madras, and 
Burma whereby the largest quantity ol 
it is obtained from the Salt Range and 
the Kohat mines of the Punjab, from the 
Sambhar Lake in Rajputana and from 
the sea-water on the border of the Resse 
Rann of Cutch. These sources yield 
about three-fourths of the salt consumed 
in India. The Government of India has 

imposed an import duty of Rs. J- ' P, 
maund with a view to protect the salt 

industry, the duty on salts manufactured 

in India being Rs. 1-9-0 a maund. 

(ix) Cement-making materials .—The cemen 

1 j industry has a bright future. The 

materials such as chalk, limestone and 
clay which are used in the manufacturing 
of cement are found at Katm Bun , 
Porbandar, and in the neighbourhood ot 
Lucknow and Cawnpore. 


> 
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(x) Other minerals. —Tin, lead, copper, silver, 
diamonds, rubies and sulphur are others 
which occupy not an insignificant place 
among the minerals of India. 

§ 17. Sources of Power. —Man has always felt 
the necessity of utilizing some source of motive power 
in the processes of his productive activity as his 
physical energy is hopelessly insufficient to operate 
heavy tools and instruments. Even in Indian agri¬ 
culture with its primitive methods and crude and light 
instruments the use of cattle energy has been found 
indispensable. How much more imperative is the 
need of some greater motive power in running huge 
engines and machines employed in big businesses of 
modern times! As a matter of fact the provision of 
cheap and plentiful supply of motive power is an 
essential prerequisite of the successful industrial 
development of any country. 

The sources of power available in India are:— 
coal, oil, alcohol, woodfuel, wind, cattle and water. 


(i) Coal. —It is the most important source of 
motive power in the country and is 
extensively used for generating steam on 
which most of India’s big industries and 
railway systems are operated. But India’s 
coal is of poor quality and is unevenly 
distributed, mostly concentrated in the 
Gondwana fields, with the result that it can 
feed only the jute and iron industries situat¬ 
ed in the areas surrounding this region. 
Its heavy cost of transport to the Punjab 
and Bpmbay-Guj arat industrial areas 

Trr S 1 ^ S use P r 9 ^kitive there. No wonder 
the Western India had been depending on 

the coal imported from South Africa until 
the development of hydro-electricity in the 
Western Ghats. 


F. 12 
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Oil .—Oil is used for running motor-cars and 
buses, oil-engines and light machines and 
also for lubrication purposes, and thus is a 
very useful source of motive power. Till 
1935, when Burma formed part of India, 
the country was producing about half of 
her oil requirements, but since the separa¬ 
tion of Burma with 90% output, India s 
oil resources have become precarious, and 
we had to import oils worth Rs. 1467 lakhs 

in 1938-39. 


Alcohol .—But the deficiency of mineral oil 
can to an appreciable extent be made up by 
the distillation of alcohol from molasses, 
coal, wood and potatoes. Molasses is the 
by-product of the vast sugar industry of the 
country and is at present literally wasted 
for want of its utilization in the manu¬ 
facture of alcohol. The Power Alcohol 
Enquiry Committee has already recom¬ 
mended the admixture of alcohol with 
petrol to the extent of 25% and this scheme 
opens out bright prospects for alcohol 
distillation which can firmly stand foreign 
competition due to its low cost of manufac¬ 
ture. < 

Coal can also be converted into petrol 
by the process known as hydrogenation 
perfected both in Germany and United 
Kingdom, though it is a matter ^specula¬ 
tion if this very expensive process should be 
adopted in India in face of cheap distilla¬ 
tion from molasses. Wood and potatoes 
can also yield spirit-fuel, and we shall not 
lack the raw material if an emergency 


arises. 


v) 


Wood fuel .—Though wood can be used to 
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generate energy but due to the employment 

of crude and wasteful methods its use as a 

source of motive power is not economical. 

Moreover, the burning of wood will result 

in the speedy destruction of forests which 

are of such immense service to agriculture 

and other industries that the utilization of 

wood as fuel cannot be recommended at this 
stage. 


(v) 11 ind jmwer .—The utility of wind power in 
the country is insignificant. It is used in 
driving the sailing boats, winnowing thresh- 
ed gram and may be helpful in running 
light machines in those areas where wind 
velocity is sufficiently high. On the whole 
due to the periodic nature of usual light 
winds blowing in India, this source of 
motive power is not dependable. 

(VI) »™T Fr ° m Ve , r) - ancient times ^ttle 
3? been supplying the motive power in 
agricultural operations like ploughing 

Tl?I i d , lftln S water from the wells 
, ' noised in the transport 

lr d v,t Mfs, r ,he couary 

deoendino- S a P 1 -X “*at ln a country 

as India 1 P ^ a g rlc ; lltu ‘e to the extent 

S SXStfcg**? d T h “? ht 

onip to. ,ew bn E iS S 
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oilseeds, and to a greater extent in crushing 
sugarcane for the manufacture of gur, an 
extensive cottage industry in the sugarcane 
regions of the country. 

(vii) Water •power .—India promises to be one of 
the leading countries of the world in regard 
to the development of hydro-electric power 
and great strides have already been taken 
in this direction. Cheap motive power is 
indispensable in her industrial expansion 
which is bound to be speeded up due to 
favourable opportunities presented by the 
war. And luckily the country possesses 
vast resources for hydro-electricity, being 
second only to Canada in the world, lne 
absence of perennial rivers with continuous 
water-supply throughout the year ^ bemg 
faced with the construction of stoiage 
schemes that help not only in generating 
electricity but also release water for irriga¬ 


tion purposes. 

Hydro-Electric Schemes in India—Bombay 
Presidency holds a unique position in the development 
^ hydro-electricity owing to the. presence of ^he 
Western Ghats rising up to convenient to^ 
2000 feet within a few miles of industrial B ™ J ^ outh _ 
Suburbs and receiving heavy rainfalls from* hydro- 
West Monsoons. It possesses the greates 

ts&tss 5%-s-S 

«»■ srsJs& rf: 

Ltd.’, started in 1927, the thrce schemes havi | 

combined normal capacity of ^,000 n 

tramways, the majonty of m 
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the city, the B. B. & C. I. Railway in their suburban 
lines and the whole of energy required for the G. I. P. 
Railway in Bombay City and their main line traction 
up to Kalyan. 


Mysore claims the first hydro-electric scheme of 
any magnitude undertaken in India in the Shiva- 
samudram Scheme on the Cauvery river started as 
early as 1902. Its present expanded capacity is 
69,000 E.H.P. and it supplies power to the Kolar 
gold-fields with transmission lines 92 miles in length, 
and Bangalore city at a distance of 60 miles, the de¬ 
mand for increased power by about 200 towns and 
villages encouraged the state to construct power sta¬ 
tions at Shimsha falls and Jog falls for the production 
of 23,000 and 24,000 H P. respectively. The trans¬ 
mission system now extends to every district of the 
State and by now will be suppling power to more than 
-250 towns. 


Madras has three important schemes. The 
Pykara Hydro-Electric Scheme started in 1929 utilizes 
the waters of the Pykara river and along with its 
extensions will be generating 40,000 K. W. energy. 

^ j U AT^ es P ower Coimbatore, Erode, Trichinopoly 
and JNegapatam, a system covering a distance of 200 
rndes and further extensions to Udumalpet, Sembatti, 
Madura and Vidhunagar. The Mettur Hydro- 

C u fcri ^ Schem S, s enerates power from the spilt waters 
ot the Mettur Stanley Dam, one of the largest struc¬ 
tures of its land in the world, 176 feet high and im- 
pounding a total of 93,500 million cubic feet of water, 
ihe scheme develops 16,000 H P. from each of the 
two turbines installed there. The Papanasam 
bcheme is the third scheme undertaken by the Madras 
Govrenmerit and utilizes the waters of a fall about 

dktr.W uV he r Tambraparni river in the Tinnevelly 
this yea ^ Scheme ls sche duled to be completed 
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In the United Provinces, the Gangetic Canal, Elec 
trie Grid System has developed 29,700 K. W. energy 
from / out of 10 falls on the Ganges Canal and sup¬ 
plies power at attractive rates for domestic, industrial 
and agricultural purposes to 14 districts in the west 
of the province and to Shahadara in Delhi province. 
Besides supplying 75 towns with industrial and domes¬ 
tic energy, it provides power for pumping irrigation 
water from rivers, and open and tube-wells. The 
tube-well scheme comprising about 1600 tube-wells 
covers the districts of Moradabad, Bijnor, Budaun, 
Muzaffarnagar, Meerut, Bulandshahar and Aligarh 
and is introducing irrigation over approximately one 
million acres hitherto with out any source of irrigation. 
The Sharda Canal Hydro-Electric Scheme will also 
be developed on similar lines and supply energy for 
lighting the towns of Fyzabad Division and pumping 
Gogra waters into the Fyzabad Canal. When com¬ 
pleted the Nayar Dam in Ninital district and the 
Riband Dam in Mirzapur district will be together 
able to serve the entire area between the Ganges and 
Jamuna. 

The Punjab has an important scheme known as 
the Mandi Project generating power from the head- 
works of the Uhl river and supplying electricity to 
19 towns in the Punjab including important industrial 
centres like Amritsar, Lahore and Ludhiana and the 
workshops of the N. W. Railway at Moghalpura. At 
the completion of the extensions the scheme will pro¬ 
duce sufficient energy to transmit to as distant places 
as Saharanpur. 

Kashmir State has the Baramulla Scheme that 
diverts the waters of the river Jhelum at the head- 
works of Baramulla and carries it in wooden canal 
projecting from the hillside over a distance of 6^ 
miles to the power-house. From there transmission 
lines run to Shrinagar and Gulmarg. Another scheme 
was opened at Wazirabad in 1937 to supply power 
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to the neighbouring districts. Besides the above, two 
more schemes the Muzafterabad hydro-electric installa¬ 
tion and the Jammu hydro-electric installations have 
since come into operation. 

The Nizam’s dominions have several projects 
being completed and others under contemplation that 
will develop vast hydro-electric resources of the state. 
The main schemes are the Tungbhadra Project, the 
Devanoor Project, the Nizam Sagar, the Kaddam, 
the PuTna, the Manair, the Penganga, the Godavarv, 
the Lower Kistna and the Upper Kistna Projects. 


EXERCISES 


1. Consider India’s advantage and disadvantage in 
respect of geographical location. Draw a sketch-map to illu - 
trate your answer. 

2. Describe the principal natural divisions of India and 
their characteristic features. 

d. Give your opinion with regard to the following- 
statement and state your reasons therefor. 

‘There is no part of the world better marked off by 
nature as a region by itself than India, exclusive 
of Burma. It is a region full of contrast in phy¬ 
sical features.’ 


4. "YV bile nature has showered her bounties on the 
country with a liberal hand, man has failed to profit ade¬ 
quately by them, so that contrast between the bounties of 
nature and the poverty of man is very striking.’ How far 
(toes this statement apply to the lndo-Gangetic Plain? 

Describe India’s climatic conditions and iustifv the 
following statement: J J 


No factor of man s environment exercises a wider in¬ 
fluence on man than climate.’ 

min /-ill Dra "’ a map of Iudia to indicate the distribution of 

var^tii “ Van ,°7 .L lar ‘ s of tbe country. Suggest reason for 

of rainfall Z dlstnbu . tloa ai } d estimate the vital importance 
ot rainfall to economic life in India. 

tions 7 of vm.r ri nn ^ cha ™cteristic soils and climatic condi- 
the peopleT P ° e ' H ° W do the - v affect the economy of 
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8. Indicate the economic potentialities of forests in 
India. What have you to say with regard to the following 
statement? 

‘The forests are one of India’s most valuable assets. 
But if she is to reap their full advantage, she 
must first incur a substantial capital expenditure. 

9. Describe the chief minerals mined in India and 
indicate their distribution by means of a sketch-map. Do 
you onsider India’s mineral resources as adequate for indus¬ 
trial development on modern lines? 

10. What are the principal sources of power available 
in India? Consider in this connection the possibilities of 
hydro-electric development. 

11. ‘The natural resources of India are very great; what 
is chiefly required is their proper conservation, development, 
and use/ Explain this statement with special reference to 
forest, minerals and water-power. 

12. How far is India fitted by nature for industrializa¬ 
tion? From this point of view briefly describe India s natural 

resources. 


CHAPTER IV 


LABOUR IN INDIA 

s 1 Population. —India enjoys the ^tinction 

of nossessing the largest population of all the coun¬ 
tries in the world. According to the census held m 
1941 the total population of India was ascertained a 
389 millions, viz., British territory 296 millions and 
Indian States 93 millions. According to the lepoit 
of the Public Health Commissioner with the Govern 
ment of India the population of British India as esti¬ 
mated on June 30, 1935, was given as 278 millions while 
approximately 15 millions were calculated to have 
been added since 1931 to the entire Indian population. 
The figures for the census taken in 1.41 show that 
the 390 million mark had been reached by India s popu¬ 
lation—undoubtedly a staggering figure. 

Even according to 1931 figures, an area of l o 
million square miles or 33% of the earth, contained 
1/5 of the world population that was estimated to be 
1850 millions. Today Indian population is three 
times that of the United States of America though 

India is only half in area. 

Table showing the rate of growth of population 

at census years during last half-century. 


sus year 

Population in millions 

% Increase 

1881 

254 

132 

1891 

287 

1901 

294 

2-5 

1911 

315 

7*1 

1921 

319 

1*2 

1931 

353 


1419 

3S9 

102 


During the last 60 years, i.e., between 1881 and 
1041, the increase has been over 53% • The figures 
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upto 1931 included the census figures of Burma and 
Aden also which have been removed now. The not 
Indian population in 1931 being 338 millions only, 
the 1941 figures register an increase of 11-5%. 

The figures below give at a glance the changes 
in India’s population in the decade 1931—41. 


Items. 

1931 

1941 


milions 

milions 

Total population 

338 

389 

Male 

174 

201 

Female 

164 

188 

Rural 

301 

339 

Urban 

37 

50 

Literate 

23 

47 


§ 2. Density of Population.—Density is indicat¬ 
ed by the number of persons living per square mile. 
Though the population of the country is high, its den¬ 
sity is rather low. 

Table showing the variation in density of population 


Year 


1921 

1931 

1941 


British Provinces 

States 

226 

101 

248 

114 

15-2% 

14 5% 


Whole India 


176 

196 

15% 


The low density of Indian population is obvious 
as compared to some other important countries. 


Country 


Density in 1931 


India ... ... 196 

Belgium ... ... 699 

England and Wales ... 686 

Japan ... ... 478 


Taking India as a whole, the density of population 
varies from province to province, ranging from 9 
persons per square mile in Baluchistan to over 206 
in the South-West Coast. Below are given the figures 
of density of population in some provinces of India. 
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§ 3. Causes of Variation of Density.— 

(i) Rainfall .—Of the factors determining the 
density of population in India, rainfall 
is the most important. On the whole 
the amount of rainfall and its proper 
distribution determines the density, 
though there are tracts like the Tarai 
in U.P. and the hilly tracts of Assam 
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which are very thinly populated in spite 
of receiving copious rainfall. Agricul¬ 
ture is India’s main industry, and given 
the fertility of the soil with evenness of 
the surface, it may be argued that den¬ 
sity does follow rainfall as is shown in 
the map. 

(ii) Irrigation .—Where rainfall is scanty, the 

provision and extension of irrigation 
facilities, especially canal irriagtion, 
lead to an increased density of popula¬ 
tion. The canal colonies of the Punjab, 
once an arid and sparsely populated 
area, have shown marvellous growth in 
the density. Lyallpur district, for 
example, having a density of only 7 per 
square mile in 1891 before the construc¬ 
tion of canals, recorded a density of 17 
in 1901 and 272 in 1911. The same is 
true of several other tracts in the 

country. 

(iii) Configuration of land .—Level stretches of 

land are most suitable for agriculture, 
and if they contain rich soil with faci¬ 
lities for irrigation, they can naturally 
support heavy population. The Indo- 
Gangetic Plain is more densely peopled 
than the Plateau as it apparently enjoys 
these advantages over the latter. 

(iv) Stage of economic activity .—Density is also 

dependent on the state of economic deve¬ 
lopment. A hunting tribe ol veiy 
small size soon exhausts the game ol 
large district. It must have room to 

wander freely from place to P‘ aC( ? a 
game becomes scarce in this or tna 
locality. Thus a very large amount oi 
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land is needed to support a very small 
number of persons in a very poor man¬ 
ner. But the pastoral life permits a 
denser population. Though it also re¬ 
quires a large amount of free land on 
account of the fact that the flocks and 
herds are constantly eating different 
localities bare. Yet food-supply is 
greater and less precarious now than in 
the hunting stage. In the agricultural 
stage more means of subsistence such 
as cereals and other agricultural pro¬ 
ducts than mere meat and milk of the 
pastoral stage are available. Life be¬ 
comes settled and food-supply certain 
and abundant. Consequently the density 
of population increases very rapidly. 
The rayatwari tracts noted for improved 
method of cultivation have a greater 
density than certain areas under zemin¬ 
dars where the tenants are too poor and 
backward to adopt scientific ways of 
agriculture. It really is the question 
oi human ability to produce wealth or 
force the earth to yield means of human 
subsistence. The production of wealth 
is more intensive and concentrated in 
industrialized areas than in agricul¬ 
tural; hence the high density of mining, 
textiles, and sugar production centres 
in the country. The hilly and forest 
lands of Assam, Tarai, and Northern 
C.P. are uninviting due to lack of 
means of transport and communication 
and naturally they remain thinly popu¬ 
lated. 

(v) Safety of 'person and property .—Other 
things remaining equal, the security of 
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life and property must be assured to 
enable people to inhabit and stay in a 
region. The constant state of unrest on 
the north-western borders is prejudicial 
to the growth of a stable population 
there even if economic development is 
intensively adopted. None will find it 
worthwhile labouring hard to amass 
fortune if he is in the danger of being 
deprived of it at the same time risking 
his liberty and life. The establishment 
of a strong central government after the 
breaking up of the Mughal rule in India 
helped immensely in the growth of popu¬ 
lation in North-Western India. 

§ 4. Vital Statistics. —Vital Statistics are figures 
pertaining to births and deaths. Birth-rate is the _ 
number of children born per 1000 of persons; and 
death-rate , the number of persons dying per 1000 of 
population. The growth of population depends on 
the survival rate, that is, the excess of births over 
deaths. The Indian birth and death-rates are ab¬ 
normally high as is clear from the following vital 
Statistics- 


Country 


Egypt.. 

India ... 

New Zealand 
England and Wales 
Germany 
France 


Birth-rate 

Death-rate 

Survival rate 

44 8 

26.8 

18 

35.5 

25.9 

9.6 

18.4 

8.3 

10.1 

14.6 

12.2 

4.4 

16.6 

11.2 

5.4 

17.4 

16.3 

1.1 


The high birth-rate and high death-rate seem to 
go together as well as low birth-rate and low death- 
rate. It may also be argued that high death-rate is 
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the result of high birth-rate. The comparison be¬ 
tween Indian and New Zealand figures is instructive. 
The net additional gain or survival rate of population 
in New Zealand is greater though its birth-rate is 
about half of India’s, the obvious reason being its low 

death-rate which is exactly one-third of that of India. 

§ 5. Causes of High Birth-Rate— 

1. Early marriage is the most potent cause of 
high birth-rates in the country. Marriage is essen¬ 
tial for every body and specially for girls, and they 
take place at an early age. As many as 77 males 
and 181 females per thousand of population get mar¬ 
ried before the age of 15. Due to certain religious 
beliefs some people like to see their girls married before 
they are 12, that is, even before the age of puberty. 
The natural consequence of such marriages is an 
early beginning of child-births and these continue 
unchecked. 

2- Some religious prejudices (specially among- 
Hindus) according to which it is felt to be an un¬ 
avoidable responsibility for a person .to beget a child, 
preferably a male one, strengthen the above tendency 
of more births. It is quite natural that a girl may 
be born in direct disregard of the parent’s desire for 
a boy, and that may lead to further attempts result¬ 
ing in higher birth-rate. 

3. Poverty is another factor that seems to be 
responsible for bigger families though no immediate 
causal relation can be established between the two* 
Perhaps the birth-rate is high among the poor and 
culturally backward classes as they do not appreciate 
the dignity of life, and the worth of living to them is 
low. A few extra children will not make much differ¬ 
ence to their standard of life which is already at the 
evel of irreducible minimum. On the other hand, 
hey may be looking upon the children as contribu- 
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tors to the family income as soon as they grow up to 
undertake any kind of odd jobs. It is a pity that the 
poor cannot afford to bring up and educate their 
children yet they get them most, thus degenerating 
the stock and worsening their already low economic 

position. 

Extensive education of the public opinion is 
necessary to help people realize that it is a great sin 
against the society to bring forth a child whom one 
cannot properly feed and train into a worthy citizen. 
The social conscience of Indians must be aroused to 
the supreme necessity of putting a stop to child mar¬ 
riages and also exercising upon themselves moral 
restraint and artificial checks to keep the births at a 
low level. Seeing the snail’s pace of the present eco¬ 
nomic development of the country together with all 
avenues of migration to foreign countries having been 

barred against them, the only conclusion to arrive at 

is that India can well afford to go without a sin D le 
birth for a long time to come. . , , 

5 6. Causes o! high death-rate— The highdeath- 

rate is due to high mortality among infants as well as 

voung mothers at reproductive age. shown 

‘ 1. Infantile Mortality. -Though it.has shown 

a downward tendency since 1921, it is sUil sawful to 

think that 179 children out of 1000 born die with 

twelve months of their birth. In 1935 as niany 

40% of these deaths occurred in the first month. 

the deaths in the first month 61% occurred m the fiM 
week. Apart from infantile mortality the death rate 

among children under 5 is also pitifully hig > P 
cent of the total deaths in India occurring among 

childre^on the p rov i nces the highest infantile morta- 

an* rs.f 

Hyderabad enjoys the unenviable distinction of rec 
ing the highest infantile mortality. 
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Cities 


Hyderabad (Sind) 
Nagpur. 

Calcutta. 

Bombay. 

Madras. 

Delhi. 

Lucknow. 


Infant Mortality 

1941 

1931 

221 

'? 

• 

219 

270 

212 

268 

211 

298 

209 

246 

186 

129 

134 

329 


vv me re is no youth in India who does 

not IT h° m f rr I' Every one marries whether fit or 
hfrtwi du6 i 10 l L he , custom of early marriage, child- 

Th? P a< :? before . the wife is physically mature. 
, de a and insanitary methods of midwifery 

adversely affect the health of the mother and, through 

child hi rtb Cl i* d ; • If the chlld esca P es the risks of 

ielp 5enL h m r hi n T wailt ° f efficient medical 

p5SS,"i"lS iC t V m - V** i» Se liwm 

,res ; * ir r d 

“ d tfscS«S 

health. S t0 a com Parative neglect of child’s 

(ii) Economic. — Povertv ic ^ 

ass “ 

village life. If even then th 0 a ?T mon feature of 
about half of tha^ in the nv m ° r l ahty ln villages is 
given to the better health an hT’ th ® credlt should be 
of the mothers, plenty of f^esh^an^’ 1681811116 - P ° Wer 
sunshine. Industrial town, a™ d P ure air and 

th« l.ta, quarters or rta* ateZ'rSrf.^S 
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being high, the workers have to content themselves with 
a single room as the family abode. There is no wonder 
that infants die like rabbits if they are packed like 
sardines in their one-room tenements, with hopelessly 
insanitary surroundings, inadequate medical relief, 
poor feeding, and few public parks where to breathe 
fresh air and bask in the sunshine. Leave with pay 
or maternity benefit to expectant mothers is rare and 
inadequate,' and their employment in the workshop 
till almost the time of delivery inflicts incalculable 
iniury to their health and the expected child, boon 
after' the childbirth they are forced to resume work, 
and in the absence of child clinics where the babies 
could be looked after while their mothers are at work, 
they feel compelled to drug them to keep them quiet. 
The Bombay Labour Office recorded 90% of children 
being drugged with abnormally heavy mortality of over 
800 some time ago. It is sufficient to show the exte 
of the evil of drugging children with dire consequences, 
as it prevails specially in industrial towns. 

2^ Maternal Mortality. —The high mortality 

among mothers can be traced to the^ a me ewses as are 
responsible for infantile mortality. Paucity of women s 

hospitals, and maternity clinics m to^s absence o 

trained nurses and mid-wives in the tillages g 
with the want of education among girls about the car 

and precaution necessary for ^ expectant niothCT, 
combine to. account for heavy deaths among them. 
The result is that as many as 10/ 0 g number 

child-birth, while the deaths among mothers number 

up to two lakhs per year ^^^S^WOO whii 
maternal mortality for India is M P , c p 

Bengal tops the list of provinces with 49 and b. 

shows the lowest rate of 8 only. 

Distribution of Population 
The population of India can be distributed on^bhe 
basis of occupation, of age, and of coun y 
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The occupational distribution is economically most 
important as it throws light on the occupations or 
types of productive activity that different sections of 
population follow in order to sustain themselves. 

J ,?' . distribution on the basis of occupation:— 
ine following table shows that a majority of 67% 

Hro Pe0 S e - in r In ri a ^ ° n a £ ricultur e> while only 10% 
draw their livelihood from industries followed bv 6*7°/ 

depenclmg on trade and transport. No better com- 

-° pr ° Ve th T at our econom ic position 
SiX ‘Z and ^ure. It is unbalanced because 

portionate y developed. There is too much dependence 

agriculture, while the development of industries 

a j ld e r f PanS101 ! of . the means of transport and communi¬ 
cations seem to have been neglected. There has been 

admstmenTof^ producblon on national scale and no 
naL u resources between occupation and occu¬ 
py t resu ^ ls that while agriculture is expect- 

nl ? * uppo /t. which it cannot the evergrowing 
population of India, the industries suffer from want of 
a dequate capital and efficient labon . Want ° f 

Occupation 


A. Production of Raw material:— 

jt jLX P Io 't««tion of animals and vegetables 
T) n r » Minerals 

Tr luKcesTl SUPPly ° f mater ‘* , li 

III. Industry 
VT. Transport 
V. Trade 

vi u pi c b I te d sr tration and Liberai a ^'- 

VIII p" b M dniinistr ato n ... 

Liberal -ts :: 

J: their income - 

XII MSiSfr de “ ribed occupations.':: 


'istribution of popu¬ 
lation per cent 


1928 


• • • 


722 

•24 


10 75 
1-54 
55 

•71 

*69 

1*43 

13 

173 

4'1 

1*25 


1932 


67*1 

•23 


lO'O 

1-5 

5*15 

*55 

■64 

1-5 
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Our economic position is insecure because agri¬ 
culture, the mainstay of our economic life, is liable to 
fail and involve the vast majority of population in 
poverty and misery. Agriculture by its nature is 
gamble in rains, and rainfall in India is seldom timely 
and properly distributed. The failure of crops hits 
not only the people directly dependent on land, but 
also those busy in trade and transport as these agencies 
have less goods to exchange and carry about. The 
sad plight of the Indian railways that had to suffer a 
deficit of Rs. 63 crores in five years of last depression 
is a recent instance of the prosperity or adversity of 
trade and transport in India depending upon the 
fortunes of agriculture. 

The low standard of life of a high percentage of 
India’s millions may also be explained by their 
dependence on agriculture as the only means of living. 
It is true that with improvements in the art of cultiva¬ 
tion land can be made to yield more produce 
support more people on a higher standard, but h 
soever well cultivated, it cannot produce sufficient to 
remove India’s poverty. The real solution of this 
problem lies only in the rapid and all-round develop¬ 
ment of country’s industries. „ n i„vmpnt to 

Government departments provide employment to 

a mighty little section, Police, Military and Public 
Services accounting for only 1-2% of populaMon^ With 

an expansion in the nation-buildmg d e P exceed 

employment is bound to increase but can hardly exceed 

2°/. Domestic service records a tremen „ 

which is partly due to landless labourers moving from 
rural ttMirban^areas. Be.ngthrow..outof.gncuto., 

S otTSop The nlmbe/of 
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vagabonds and criminals, etc., has luckily gone 
down. 

§ 8. Distribution on the basis of age.—The 
following table shows the age distribution in 10-yearly 
age-groups of males and females in, India. 

Percent of total 


Age-group 


Males 


Females 


0—10 
10—20 
20-30 
30—40 
40—50 
50-60 
60-70 
70 and over 


280 
209 
177 
14-3 
97 
5 6 
27 
1-2 


28 9 
206 
186 
13 5 
8'9 
55 
28 
13 


The age-groups give us an idea of the effective 
populahon or people who form the working section of 
the population and produce wealth. The minimum 

Z e f£ r ?. labourei : ln IndJ a is 15 and maximum 60 an d 
eH i^ eCtlV ? P°P ulatl0n between these limits is estimat- 
ed to be as low as 44%. Another feature evidentZm 

due the first grou P is the biggest group 

»P 38 pi c? nt ° o d , ?h!,V‘ np ? 15 >™*- ”»k« 

pfod„oK.“T l h: f old'p“plf;,7„f„°j” mic * lly 

ssr^V- -e $2 

Ks *.5ft\SS 

double of this figure 8 “ d Wales ll ls more than 
tow„ § -In^ St 4 ribUti ,° n on , the basi * °f country and’ 

0* Tillages. .h,“b,7gp„r, 
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13% as against the rural population of 87%. The 
progress of urbanization has been very low it being 
only 2% since the last census as compared to just over 
1% increase during the preceding three decades. The 
range of urban population varies from 2-8% in Assam 
to 26% in Bombay, which has the distinction of being 
the most urbanized province in the country. As com¬ 
pared to this, the urban population constitutes a big 
proportion of the whole in some foreign countries, 
49% in France, 508% in Northern Ireland, 53-7% in 
Canada, 56 2% in U. S. A. and as high as 80 per cent 
in England and Wales. 

Urban and Rural distribution of Population 


Class of places 

Percentage of total Population 


1941 

1931 

1921 

1911 

1901 

1891 

Rural Areas 

87 

89 

83 8 

90*6 

90-1 1 

905 

Urban Areas 

13 

11 

10 2 

94 

99 

9-5 


The distribution of population between urban 
and rural areas is of great economic significance as it 
indicates the level of industrialization attained by the 
country. Large-scale and mechanized industries are 
as a rule located in towns while the rural population 
has to depend on land as the means of its subsistence. 
The figures given above proclaim eloquently that India 
still lies in agricultural stage supplemented with a 
little industrialization, while England owes her pros¬ 
perity and power solely to industrial developmen . 
Again, towns serve as seats of educational and cm- 
tural advancement in addition to acting as laborator e 
•where scientific improvements are devised and appnea 
to industry. These in their turn filter to the v.lla|e 
which are usually the followers of the towns in t 

respect. 
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Theories of Population 



§ 10. Malthusian Theory of Population. —The 

celebrated theory of population r known after 
Malthus, was expounded by him in his Principles of 
Population and was based on his observations of the 
conditions of population and its living in Western 
European countries. The two propositions of the 
theory are: (i) The natural tendency of population to 
multiply is so rapid as to be expressed by the geome¬ 
tric progression of 1, 2, 4, 8, 16, 32 arid so on. (ii) 
But the means of subsistence develop in the arithmetic 
progression of 1, 3, 5, 7, 9, 11 and so on. The inference 
drawn from these premises is that population grows 
faster than the means of subsistence and this is not 
in the interests of human well-being. This excessive 
growth of population should be controlled by preven¬ 
tive checks otherwise positive checks will begin to 
operate. D 


The preventive checks are voluntary checks 
applied by human beings to reduce the birth-rater; 
tor example, late marriages, moral restraint, post- 
ponement of getting children even when married 
either by abstaining from cohabitation or using con¬ 
traceptives, i ncapacitation of men and women suffer¬ 
ing from diseases” that are likely to be inherited by the 
offsprings, and others. The positive checks increase 

exa T le ’ P° vert y fading to mal- 
utrition of children and grown-ups rendering them 

eak and thus liable to diseases and epidemics 

eartlim ^° r tke . contr °l of limited resources of the 
eai th among nations of the world resulting in wars 

that maim and kill hosts of people and bring untold 

^ ifc is Prudent f^ften 5 

of t W P u ntlve c 1 hecks and thus limit the growth 
of their numbers, otherwise positive checks with all 
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their misery and sufferings will overtake human 
beings. 

§ 11. Is Malthusian Theory Operative? —The 

first proposition has been readily accepted but the 
second proposition and the inference are being dis¬ 
proved by pointing out that since the beginning of the 
19th century the world’s population has increased 
rapidly yet at the same time people now-a-days are 
enjoying a higher standard of comforts than before. 
For example, the population of England grew four¬ 
fold yet the national income multiplied sixteen times 
in course of the 19th century with the result that at 
the end of the century an average man was four times 
as rich as at the beginning. It is true that Malthus 
could not foresee the tremendous increase in human 
efficiency to force Nature yield her riches, that was 
made possible by improvements in the art of cultiva¬ 
tion and scientific inventions applied to trade and 
industry. Even in India with 253 millions of people 
in 1881, the income per head was Rs. 27, but with 
319 millions in 1921, the income increased to Rs. 126, 
according to F. Shiraz. Economists such as Fisher 
and Albrecht Pench calculate that earth can support 
about 8 milliard people, i.e., 4 times its present popu¬ 
lation. Thus there is no danger for the positive 
checks to set in so furiously as Malthus apprehended. 
But it is evident that the power of the earth to pro¬ 
duce wealth is limited and follows the law of diminish¬ 
ing returns, and Malthus’ fears will be realized sooner 

or later. # 

5 12. Malthusian Theory and India. —In agri¬ 
cultural countries, like India, where the means ot 
production of wealth are as crude as they were a 
thousand years ago, and where the growth of indus¬ 
tries is so slow, the application of Malthusian theory 
will be visible sooner than later. Some critical obse - 
vers even now maintain that India has crosse 
limit of population when each person could enjoy me 
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highest income, and every growth in population will 
mean a deterioration in economic position and progres¬ 
sive poverty. At present, even 50 years after the be¬ 
ginning of industrialization, about 5 million people 
are employed in our industries and, with all the op¬ 
timism one can command,it is hard to believe that our 
industrial expansion will be so rapid as to absorb the 
yearly growth of population amounting to 3 millions. 
A visit to labour slums and the village hovels, whose 
number is unlimited, will convince any sensible ob¬ 
server that our standard cannot, with any stretch of 
imagination, be called satisfactory for a human race. 
Really it is to be wondered why our death-rate is not 
higher than what it is. 

^ The remedy, of course, lies in making all possible 
improvements in agriculture and big industries and 
developing and revitalizing our cottage industries, 
and to a greater extent in social legislation and moral 
training to postpone marriage and abstain from get¬ 
ting any more children by all possible means. In the 
event of these measures not being adopted Nature 
will not hesitate long to apply her positive checks to 
Indian population. 

2. Optimum Theory 

§ 13. Optimum Theory of Population. —Optimum 
means the best or the most desirable. It is a 
very important matter for any nation, and for 
the world as a whole, that its population shall be as 
near as possible to the best number, the number which 
can produce most per head and therefore live most 
comfortably. A single family on an empty earth, 
even with all the resources of the world to draw on, 
would be miserably ill off; so also will be the excessive 
number of inhabitants who would barely have stand¬ 
ing room on the earth. Between these two extremes 
is a number which is the most desirable and with 
which economists are concerned today. This opti- 
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mum number will not always be the same. Changes 
in the economic structure of a society—in the way its 
farms and factories are run, in their size and equip¬ 
ment, in the railways and roads and canals that link 
its towns, and in its trade with the outside world— 
always make a difference to this optimum, one way or 
the other. There is an optimum distribution of popu¬ 
lation, as between different occupations and different 
places, as well as an optimum total number. In dis¬ 
cussing the population of a country at any time, 
therefore, there are two questions which an economist 
lias to answer : “Does the number of people in this 
country correspond to the optimum V* and “Are 
they distributed between places and occupations in 
the best possible manner?” If he finds that neither 
numbers nor distribution are the best possible, he has 
to discover, by thorough and careful investigations, 
whether the total population is in excess of the opti¬ 
mum that the troubles have arisen, or whether a 
particular occupation has more workers than another 
that the problem of unemployment has cropped up. 

§ 14. Is India over-populated? —A country is 
said to be over-populated when its population exceeds 
the optimum number. To say what figure corres¬ 
ponds exactly to the optimum population under a 
given set of circumstancs is rather difficult, and 
therefore to declare on the basis of optimum 
whether India is over-populated or not is still more 
difficult. A guess may, however, be made with regard 
to over-population. In India the mortality rate is 
exceedingly high specially among infants. The pre¬ 
ventive checks are practically non-existent, r eopie 
neither abstain from marriage, nor postpone it. Ken- 
gion and joint-family system both encourage marriage 
here, and early marriages are common among the 
Hindus and also the Muslims. Hence the growth ot 
population is unrestricted, and to absorb this growing 
population it is necessary to have rapid improvement 
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in agriculture and phenomenal development of indus¬ 
try. Such a quick economic advancement is well- 
nigh an impossibility, considering the sluggish pro¬ 
gress in the past. Basing our conclusion on these 
general grounds, we may say that India exhibits all 
signs of over-population. 

Indians would be well advised, under the present 
state of affairs, to keep down their number from 
swelling any further by every possible means. En¬ 
lightened public opinion is already in its favour, but 
more propaganda and legislative measures are needed 
to educate the opinion of the ignorant masses and, if 
necessary, to bring them round by the force of law. 
More of general education and public health measures 
would prove to be of great assistance. But the fact 
that agricultural and industrial progress should also 
start at a rapid pace to help us in realizing our object 
is not to be overlooked. 

EXERCISES 

1. "VVhat is meant by Density of Population? Account 
for the variations in the density of population in different 
parts of India. 

2. Draw a sketch-map of India to show how the den¬ 
sity of population in her various parts follows average annual 
rainfall. 

What inference can you draw from the average density 
of population of a country with regard to the economic con¬ 
dition of her people? 

3. Woodruff observes: “A country that could support 
one savage hunter for each fifty square miles, might support 
ten pastoral people, or a hundred semi-civilised agricultural 
and pastoral, or 1600 to 2,000 modern farmers.” What 
reasons do you assign for these differences? 

4. Explain why the pastoral stage permits a denser 
population than the hunting stage, but a less dense popula¬ 
tion than the agricultural stage. 

5. The Indian birth-rate is one of the highest in the 
woild. What are the economic consequences of this fact? 
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Of the varieties found in India, the cow with its 
offsprings has proved most useful economically through¬ 
out the ages and it is no wnoder that it is wor¬ 
shipped with religious veneration. But unfortunate¬ 
ly the cattle in India are ill-fed , ill-bread and ill 
developed . Due to lack of fodder-supply, they are 
half-fed and deteriorate in quality. This in itself 
reduces their draughting utility. No serious attempt 
has been made to improve their breed except meagre 
progress recently seen due to the initiative and en¬ 
couragement of the Government. As a matter of 
fact, though their number has increased by 5 millions 
between 1930 and 1935, the average draught animals 
per cart and plough numbering 5 and 17 millions re¬ 
spectively have gone down. The cattle census of 
1935 and 1940 revealed the following figures : 


Cattle I in million?. 



193o 

1940 

Cows and buffaloes 

, 156 2 

110 

Sheep and goats 

1 48 

45 

Horses, Mules and Donkeys 

| 15* 

12 

Camels 

1 

1 


§ 2. Agricultural implements. —Our cultivator’s 
farm implements are only few in number, simple in 
kind, small in size, obsolete in character, and very 
insignificant in value. Plough which is the chief im¬ 
plement, is still the old-fashioned one. Of the other 
implements, those that may be mentioned are the 
bullock-carts, hoes, harrows, kodali , sickles, and 
sieves. Practically all of these are inefficient and 
unsatisfactory. The bullocks used for ploughing 
fields are poor in quality and almost unfit for the 
kind of work they do. More advanced and up-to- 
date types of tools and implements are totally un¬ 
known. Labour-saving device and power-driven 
machinery are too expensive for the poor cultivator. 
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That is the reason why the agricultural yield per acre 
in India is probably the lowest of all the civilized 

countries. . . c 

§ 3. Buildings and machinery. —The capital ot 

our artisan classes is equally poor. They use ordi¬ 
nary and low-priced tools and implements. Our 
modern industries fare no better. They are no doubt 
run on modern lines using power-driven machinery 
and having huge masonry buildings, still they are 
far behind the highly developed industries of the 
civilised world, and there is vast scope for the 
introduction of the latest devices and improvements in 
them.* 

Irrigation Works 

The chief characteristics of rainfall in India are 
its unequal distribution over the country, its irregular 
distribution throughout the seasons, and its liability 
to failure or serious deficiency. 

Though the average rainfall in the country is 45", 
its range varies from less than 3" in Upper Sind to 
460" in Assam Hills. Thus there are portions in the 
country, which suffer as much from the scarcity of 
rain as from the excess of it. 

The second important characteristic is its un¬ 
equal distribution throughout the seasons. Except 
the south-east of the Deccan Plateau where the heavi¬ 
est downpour is received from October to December, 
by far the greatest portion of the rain falls during 
the South-West Monsoon months of June to October. 
The normal for the winter months is comparatively 
small, varying from to 2", while the hot weather, 
from March to May, is practically rainless. As a 
consequence, though the Kharif crops generally re¬ 
ceive copious rainfall, the more important Rabi crops 
often suffer from drought. 

*For a detailed discusson, see chapter on ‘Large-Scale 
Industries.’ 
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The most unsatisfactory feature of rainfall from 
the agricultural point of view is its liability to failure 
or serious deficiency. Taking the average for the 
whole country, the annual rainfall seldom varies 
beyond 7" from its normal of 45", yet separate tracts 
are liable to extraordinary variations. An observa¬ 
tion over a long period shows that out of five years 
one year receives good rainfall, one is definitely poor 
and three are indifferent. And there hardly passes a 
year without witnessing famine conditions in one or 
the other part of the country due to precarious 

rains. 

Of all the problems affecting the destiny of agri¬ 
culture, the question of water-supply is the most im¬ 
portant, as the prosperity or poverty of more than 
80% of Indian people is caused by its adequate sup¬ 
ply or failure. The great need of artificial irriga¬ 
tion naturally arises with a view to removing 
the menace of lean years to the country’s agricul¬ 
ture. Moreover, even if natural rains have been 
timely and adequate they will be insufficient for 
rich commercial crops like sugarcane and rice 
which will need repeated waterings from artificial 


means. ... U1 

§ 4. Canals. —The means of irrigation available 

to farmers are canals, tanks, wells and other sources 
like ponds, rivers, etc. Of these by far the most 
important are the canals. The area under canall irri¬ 
gation has risen from 10£ million acres in 1878-79 to 
§0 million acres in 1940-41. In the latter year the 
area irrigated by canals amounted to 12 million 
acres in the Punjab which possesses the most hignly 
developed canal irrigation system in the world, 4 

million acres in Madras, U. P„ and Sind 1 
may be mentioned that as much as 971/ G ol total 
cropped area in Sind was irrigated mostly by canal 


irrigation. 


CAPITAL IN INDIA 


209 


The Government Works 

The three classes in which Government works 
have been divided are Productive, Unproductive and 
Minor. The Productive works are those that within 
10 years of their construction produce sufficient reve¬ 
nue to cover their working expenses and the interest 
charges on their capital cost. Most of India’s biggest 
irrigation systems like the Ganges Canals belong to 
this class. The Unproductive (or Protective as they 
were called till 1921) works are primarily intended 
to protect the areas of precarious rainfall and to 
guard against the expenditure on famine relief which 
will otherwise be necessary, and they are not expected 
to be directly remunerative. Minor or Non-capital 
works are those for which no capital account is kept, 
like the inundation works of the Indus. The average 
area irrigated during 1937-38 by productive, unpro¬ 
ductive and minor works was 24-4, 28 and 3 5 million 
acres respectively. 

The total capital outlay in the works has steadilv 

risen to be Rs. 150-3 crores in 1937-38. The ^ross 

revenue for the year was Rs. 1351 lakhs 'and the 

working expenses Rs. 462 lakhs, the net return on 
capital being 5 91 per cent. 

Types of Canals 

• . ^ here , a F e th f ee types of canals which have been 
introduced in the different parts of India The 

the PunT-Th X alS Wh l Ch V Tigate !ands in and 

J i ■. b ai " Water from a river w hen it is in 

?: s ::“ivR re ^ he [ efor , e ’ r ly seasonai in ^“er. 

1 ne perennial canals which are to be found in the 

fromt Hver'wbV Pun f b and Madras are d ™ 
irom a river which flows throughout the vear Thev 

the river s U o C as to ? Utti . ng some sort of barrage across 

irrigated Tbe q vF* i ts water to the land to be 
igated. The Sukkur Barrage (1932) which has 
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been constructed by throwing a barrage across the 
Indus has converted inundation canals into perennial 
canals, thus conferring a great economic benefit 
upon the rainless land of Sind. The storage 
works canals which exist in the Deccan, the Central 
Provinces and Bundelkhand are constructed by 
throwing a dam across a valley to store the rain¬ 
water and then by leading the water so stored by 
means of canals. 
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planned into villages and colony tracts. The land in 
each colony was divided into squares and triangles, 
roads were marked and boundaries of the villages 
demarcated. ° 

Then the colonists were carefully selected in the 
congested areas from among the occupancy tenants and 
landlords, and to them was allotted the bulk of the land 
in the form of peasant grants. ” These grants were 
made to well-to-do hereditary landlords and enter¬ 
prising men and also in recognition of the past services 
rendered to the Government. The colonists belong to 
either the class of small peasant-proprietor who was 
allotted one and a/half to IJwo squares or about forty 
to mty acres, or the farmer receiving four to five 
squares or the landlord receiving up to 20 squares, 
ine backbqne of the canal colonies is the class of 
peasant-proprietors who hold nearly four-fifths of the 

land and are\regarded as among the most progressive 
farmer 8 in the country. The scheme covers about five 
million acres of land comprising the colonies of Lyall- 
pur, Shahpur,, Montgomery * Jhang, Sishai, Sohfii- 

S^Tfi Upper Chehab and u PP er Jhelum of 

which the first four are more important. I 

v Qt . Great i Jr0g r eSS , haS been made m the art of culti¬ 
vation and agricultural organization including the 

cons°l idation of holdings and various cooperative 

enterprises. The standard of living of the people has 

been considerably raised and an era of\ unprecedented 

prosperity opened for the province.' A number of 

commercial and industrial towns has sprung up 

congestion removed from the neighbour^! districts’ 

o o«" B,” r* H » sh rP”; “0 » net profit 
ment R br0u ° ht to the Govern- 

menUnrhfHpl 11 , Sind the ordinary land revenue assess- 
mcnt includes also the charges for water, and in Darts 

of Bombay and Madras different rates of land revenue 

are applied accordingly to whether land is irrigated or 
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not, over the greater part of India water is paid for 
separately. The area actually irrigated is measured 
and the rate is charged per acre according to the crop 
raised. The areas which are higher than the canal 
water-level and which have to be irrigated by lifting 
water by the cultivators, are charged lower rates than 
the area irrigated by “ flow.” 



The rates vary from province to province and often 
in case of different canals in the same province. In 
the Puniab they range from Rs. 7-8-0 to Rs. 12 per 
acre for Sugarcane, from Rs. 4 to Rs. 7-8-0 per acre 
for rice, from Rs. 3-4-0 to Rs. 5-4-0 per acre for wheat, 
from Rs. 3 to Rs. 4-4-0 per acre for cotton and from 
Rs. 2 to Rs. 3-4-0 per acre for millets and pulses, in 
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the United Provinces they vary from Rs. 9/- per acre 
for sugarcane to Rs. 3/- per acre for millets for flow 
irrigation; only half of these rates are charged where 
lifting of canal water is necessary. Taken as a whole, 
irrigation is offered on easy terms and the water rates 
represent only a very small portion of the extra profit 
which the cultivator secures owing to irrigation 
facilities. Yet if the principle of ‘No crop, no charge’ 
be adopted more extensively and water charges prompt¬ 
ly reduced or remitted in times of deficient harvest or 
crop failure, most of the present complaints against 
the canal system with disappear. 

§ 6. Wells. —Wells come next to canals in 
importance, irrigating 13-8 million acres of land. 
There are 25 lakh wells in India representing 
about Rs. 100 crores of investment. Well is an 
important feature of the Indian village and an 
extremely efficient instrument of irrigation. When the 
cultivator has to raise every drop of water which he 
lifts from varying depths of wells, he is more careful 
and avoids waste in its use as against the tendency of 
over-irrigation by means of canals. If this tendency 
of over-irrigation is persisted in for a number of years, 
land loses its fertility and becomes barren. There is 
no such danger inherent in well-irrigation. Again, it 
is estimated that lands irrigated by wells produce at 
least one-third more than the canal-irrigated lands, 
though it is true that wells cannot irrigate as extensive¬ 
ly as the canals, and owing to the cost of lifting, well- 
water is generally used for high-grade crops. But the 
cultivators do not always get canal-water as much and 
whenever they need while the well-irrigation is free 
from these handicaps. Wells at the same time re¬ 
present the. farmer’s permanent improvement in his 
land and raise its value. 

Varieties of Wells .—Wells in India are of every 
description, varying from mere holes in the ground to 
serve temporarily to the pucca wells lined with timber, 
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brick or stone. The methods of lifting water are also 
as numerous. Wells with high water-level are worked 
with 'picottali or dheki,’ while for deeper wells are 
used ‘mot’ or ‘charasa’ hauled up by bullocks or 
buffaloes, the latter system being unsurpassed in 
efficiency. There is also the Persian wheel, an endless 
chain of earthenware pots running round a wheel. 
Recently attempts have been made, particularly in 
Madras, to replace bullocks by mechanical power, 
while in the U.P. the Government is encouragingthe 
construction of tube-wells to utilize deep water. Part 
of the expenses of sinking the wells is advanced at low 
interest to an individual zemindar or to a group of 
farmers intending to construct a tube-well, and cheap 
motive power from the Gangetic Canal Electric Grid 
System is available at one anna a unit for working it. 
These facilities enjoyed by the western districts of U.P. 
will also be brought within reach of the eastern districts 
on completion of the Sharda Canal electricity 
scheme. 

§ 7. Tanks.—Tank-irrigation is practically un¬ 
known in the Punjab and Sind, but it is found in one 
form or another in all other provinces, its highest 
development being visible in Madras. The Indian 
tank may vary from a great work like Lakes Fife and 
Whiting in the Bombay Presidency or the Periyar lake 
in Travancore, holding up from four to seven billion 
cubic feet of water irrigating groups of villages to the 
little village tank irrigating ten acres. Tanks date 
back to a very early stage in Indian civilisation and 
some in Madras are said to be over 1100 years old. 
According to the latest figures, the area irrigated from 
about 40,000 tanks is 6-2 million acres but in many 
cases the supply of water is extremely precarious. 
They are often useless in times of scarcity of rainfall 
or famines as the rainfall does not suffice to fill 

them. » 

A comparison of the acreage of crops matured 
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during 1937-38 by Government irrigation scheme will 
be found interesting. 


Province 

Area Sown 

In lakhs of 
acres 

Area irrigated 
by Govt, works. 
In lakhs of 

acres 

% of area irri¬ 
gated to area 
sown 

Cost of con¬ 
struction of 
Govt, works. In 
lakhs of Rupees 

Value of crops 
raised with the 
help of Govt, 
works. In lakhs 
of Rupees 

Sind . 

54 

49 

89-2 

3001 

1028 

Punjab. 1 

816 

123 

- 38 8 

3586 

4032 

Madras. 

369 

76 . 

.20-5 

2025 

2198 

N. W. F. Province 

25 

46 

i ,18-3 

321 

139 

United Provinces 

1 355 

52- ' 

143 

2940 

2239 

Orissa ••• 

65 

3 8 

47 

330 

128 

Bihar . 

j 193 

66 

34 

356 

275 


§ 8. Advantages of Irrigation.— 

1. Irrigation renders tracts of uncertain and 
inadequate rainfall fit for raising crops. The vagaries 
of Indian monsoons are well-known and irrigation is 
their only remedy. 

2. Irrigation has made possible the growth of 
two and even three crops where only one flourished 
formerly. 

3. The cultivation of such important commercial 
crops as sugarcane in the scorching heat of the summer 
months has become a possibility with the help of 
artificial irrigation. 

4. Arid and semi-desert lands like the colonies in 
the Punjab and Sind have been reclaimed and rendered 
fit for agriculture. 

5 . It has brought about a more equitable distri¬ 
bution of population. The excess of population of the 
more congested areas has moved to the new canal 

colonies and thus the pressure on land has become 
even. 

6. Plentiful and timely irrigation has raised the 

productivity of land and thus added to the prosperity 
of rural area. J 
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7. Due to increased productivity land has become 
more valuable and the cultivators can get better credit 
on its security. 

8. Canal-irrigation raises sub-soil water-level and 
thus renders well-irrigation easier. 

9. Greater farm produce has resulted in the 
increased demand for transport facilities, and it has 
consequently added to the railway earnings. 

10. The means of irrigation bring in a net income 
(5 9 in 1937-38) to the Government by way of 
charges for water and have also resulted in greater 
land revenue by increasing the productivity of the soil. 

§ 9. Disadvantages of Irrigation— Many serious 
disadvantages may .flow from irrigation if not properly 

utilized. . , 

1. As the charges for water are determined 

according to the extent of area watered, the farmers 
have a tendency to over-irrigate their lands. This 
over-irrigation makes the land water-logged, interferes 
with the soil aeration and hampers the growth of the 


plants. Excess - ve and frequent C anal-irrigation results 

in the deposition of certain white salts on the soil thus 
rendering it too alkaline for cultivation. The deposit 
of Reh has made barren vast tracts of land that were 


fertile 

° nCe 3 er Over-irrigation without proper drainage 
renders the climate of the region damp and moist t ius 
making it liable to the ravages of malaria and other 


feV % S io. Scope for Irrigation.— The provision of 
suitable irrigation facilities to the agriculturists is a 
matter of utmost importance, and though consider¬ 
able progress has been achieved in recent years, much 

remiTto be d su ?£n, 

water is an insurance against drought and fam 

to which one part or another of the country_is a vict 
almost every year. The available means of g 
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serve just under one quarter of the area under cultiva¬ 
tion from year to year and all of these means are not 
thoroughly dependable. The remaining three quar¬ 
ters of the cultivated land still depends on the unde¬ 
pendable vagaries of the monsoons. The agricultural 
economy of the country is, as a consequent stands in 
a precarious position. And as agriculture is still the 
basic industry of the country on whose prosperity our 
80% majority of the country directly depends, and 
which is the core of numerous small and big scale in¬ 
dustries by supplying them round materials, and 
which feeds a big part of inland transport, it can be 
stated with full justification that in the absence of 
adequate irrigation facilities the prosperity of the 
country can never be secure. 

Nor is there any time which can be visualized when 
the importance of agriculture will diminish. Even if 
the pace of industrialization attained during this war 
is maintained for some time to come, most of the in¬ 


creasing growth of population will have to fall back 
upon agriculture as a means of its subsistence. And 
then there is the neeassity of growing more food and 
bringing additional acres under the plough for future 
requirement. Hence both from the point of view of 
today and tomorrow, the need of irrigation facilities 
for agriculture will remain imperative. 

Apart from Bengal Assam and Sind, there is no 
other province where the existing irrigation facilities 
may be considered adequate. And the Punjab, the 
nome oi canal colonies is no exception to it. And 
Indian states sadly lack in them though they consti¬ 
tute more than one-third of the Indian surface. Of- 
course, the nature and type of the means of irrigation 
will vary from region to region according to the nature 

■ S0U, ' Ce J? f water and rotation of crops 

olkra ed therein The Northern plains can do with 

thfdJ V nr°iiT Cana SySt< L mS bUt the tube Wells will solve 
their problems more efficiently and more economically. 
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The States of Central India need more plentiful sup¬ 
ply of water because of sandy soil and only canals can 
serve them fully, but because of lack of snow fed 
rivers, they too will have to tap the subterranean water 
by tube wells. The Deccan, as has been explained 
earlier has no alternative but to expand its tank- 
irrigation system though in the extreme south and in 
the Eastern Coastal strip canals as well as wells can 
serve the purpose. 

EXERCISES 

1. Xame the various forms in which capital can exist. 
How far is India equipped with production capital? Consider 
the part capital plays in the agricultural industry of India. 

2. Show the relative importance of capittal in the hand- 
loom weaving and the cotton industry of India. What type 
of capital should our cultivator possess so as to be successful 
in his occupation? 

3. Estimate the economic importance of cow to India. 
How do cattle affect the material prosperity of a country ? 
Will horses not be a good substitute for bullocks in this 
country ? 

4. WTat is the necessity of irrigation in India? Des- 

cribe the types and extent of irrigation facilities that exist in 
your province. Wliat benefits does the cultivator enjoy form 
them? # f 

5. Show how irrigation is an important factor in India s 
rural economy. What are the different forms of irrigation 
prevalent in India? To what extent can irrigation facilities 

be extended? ' # 

6. “India cannot be entirely protected from famines by 
means of irrigation works.” Examine this statement. a 
measures would you recommend for bringing about an 
improvement in the agricultural yield. 

T. Describe the irrigation systems of the Punjab an 
Sind, and distinguish between thp methods of water-supp y. 
•Why are some canals run at a profit while others at a loss. 

8. Describe the benefits of irrigation works to India 
and the scope of their future extension. Will you develop 
the means of irrigation or railways as a famine © & 

weapon in India? 


CHAPTER VI 


EFFICIENCY OF THE FACTORS OF PRODUC¬ 
TION WiITH REFERENCE TO INDIA 

Productive efficiency of a factor of production 
depends on the contribution it makes to the joint out¬ 
put of wealth. Its efficiency is high or low according 
to the amount of wealth that can be attributed to it. 
If a plot of land, that receives a certain number of 
ploughings, waterings and other care, yields greater 
amount of grain than what another plot of land of 
equal area yields on receiving the same attention, it 
is said to have greater efficiency in production as com¬ 
pared to the other. Similarly, if of two labourers 
working with the same quality and quantity of 
raw material and tools, one produces more than 
the other, the former is regarded as more 
efficient than the latter. Similar argument holds 
good in, case of the productive efficiency of capital 
goods* 

Efficiency of one factor depends on the efficiency 
of other factors with which it is combined in produc¬ 
tion. If of the three factors, land, labour and capital 
one is comparatively less efficient, it will bring down 
the efficiency of other factors. Highly skilled labour 
and most up-to-date machines employed on a poor- 
quality land will not produce as much as when em¬ 
ployed on a superior-quality land. ‘A bad workman 
quarrels with his tools’ is a well-known proverb; but 
a bad tool also hinders rather than improves the effi¬ 
ciency of labour or land. The efficient combination 
of factors is the work of efficient organiser. Good 
organisation increases the efficiency of all the factors 
of production, while the result of indifferent or poor 
organisation is low efficiency of the factors. 

219 
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§1. Efficiency of Land— 

Agricultural Land .—Efficienncy of Land for 
agricultural purposes is judged by its productivity 
which depends on the fertility of the soil, climatic 
conditions and situation. 

(i) Fertility is a question of richness of organic 
and inorganic matter in the soil and the mechanical 
composition of the ingredients. It is the result of 
natural agents like water, wind, heat and light though 
to some extent it is modified by human efforts. The 
fertile Gangetic basin is the work of the Ganges and 
its tributaries; and the rich black cotton soil is the 
gift of the volcanoes. This natural fertility of the 
soil is improved by scientific cultivation like 
the use of chemical manures, better artificial irriga¬ 
tion facilities, better rotation of crops, dry farming 


etc. 

(ii) Climatic conditions , if unfavourable, reduce 
the natural fertility of the soil to a great extent. A 
dry climate like that of the Western Punjab has turn¬ 
ed the alluvium of the region into a semi-desert while 
the excessive rains in the East Bengal have made the 
country swampy and unfit for cultivation. A tortile 
soil can yield rich returns only if it is assisted bv 
favourable climate. Man can now-a-days avert, only 
to a small extent, the climatic disabilities by irrigating 
the dry areas, draining the swamps and preventing 

fog and frosts bv scientific devices. 

(Hi) Situation is almost entirely the result ot 

social progress. By the construction of roads, rail¬ 
ways and canals, the lands situated at inconveniently 
long distances have been brought nearer to the mar¬ 
kets Thus their efficiency is increased as their pio 

duce can be more profitably sold. In these days of 

worid-wide markets, situation plays a prominent 
part in determining the efficiency of land. f 

Residential and Industrial Land .—Efficiencj 
land used for residential and commercial purposes 
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depends on the economy with which it is used. In big 
towns and cities, with growing industries, land has 
come to acquire very high value. It is scarce, and to 
make the best use of it strict economy is observed in 
its utilization. In congested areas tail buildings have 
been erected to increase the floor area. The sky¬ 
scrapers of big cities are very prominent examples of 
the economy of land. Even in much smaller towns 
the ground-floor of a house is used as an office of a 
shop while the upper storey for residential purposes. 
It is the result of economy in the use of land that has 
led to the construction of hanging railways of Berlin 
and underground railways of Paris and London. 

§ 2. Efficiency of Capital.— 

Capital by itself cannot produce, as it is lifeless. 
It is used either as raw materials which are to be 
changed into the finished commodity, or as tools with 
which labourers work in production. Much depends 
on how a tool is being used, and whether it is suitable 
to the purpose in hand and also whether the raw mate¬ 
rials are of good quality and utilized without waste. 
Thus the efficiency of capital is a question of its 
suitability and proper use by efficient labour. 

If a workman knows his job and has been trained 
in handling delicate and costly machines, he will make 
the best use of them, at the same time avoiding break¬ 
age or excessive wear. But a bad workman will 
sooner do some damage to the machine and possibly 
to his person. It is proverbially true that a bad 
workman quarrels with his tools. Much waste of 
raw material and damage to machines and loss of 
time may follow an inefficient use of costly and deli¬ 
cate machines working on valuable raw materials. 
The efficient use of these tools and instruments depends 
upon the efficiency of labour with which they are 
combined. A poor and out-of-date machine, like¬ 
wise, is a hindrance to the productive efficiency of the 
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worker. In order to help and speed up production, 
machines must be of good quality and suited to the 
purpose. A blunt knife will not serve so well as a 
sharp one; also a sharp sword will be a poor substi¬ 
tute for a screw-driver. Moreover, it is more eco¬ 
nomical to use a costlier machine with comparatively 
a greater efficient working in place of a cheap and old- 
fashioned one that is cheap in the beginning but 
costly in the end. 

Strict economy is needed in the use of raw 
material. In the first case no leakage or waste should 
be permitted, though insignificant it may look in the 
beginning. But if waste is unavoidable as resulting 
from cutting, shredding, cleaning and other ways the 
waste should be utilized in bye-products. Waste 
cotton in a cotton mill is generally turned into yarn 
for rough durries; the shreds of wool in an woollen 
mill are used in making felt articles; the molasses of 
sugar mills is turned into spirits; and ashes from the 
engine-room utilized in buildings. 

§ 3. Efficiency of Labour.— 

Skilled and unskilled labour. —Labourers are 
loughly divided into two classes, skilled and unskil¬ 
led labourers. When a labourer is called unskilled 
or inefficient, it is not meant that he is good for no¬ 
thing; it means that at a particular task he is not as 
good as he is expected to be, or that there are workers 
who are more skilled at a job than this particulai 
individual. An unskilled weaver can weave but not 
so well nor as quickly as another who is more skilled 
in weaving. Both working for the same number ol 
hours and with the same kind of raw material and 
tools, the unskilled one will produce a fewer yards ot 
cloth than the skilled one will do. It means, there¬ 
fore. that an unskilled worker is not absolutely worth¬ 
less but is less efficient than the so-called skilled 

worker. 
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This does not imply that there is no average or 
standard worker on whose comparison it may be 
decided whether a worker is skilled or not. By ob¬ 
serving a large number of labourers working under 
the same set of conditions, a certain amount of work 
of a quality can be fixed as the standard work. If a 
labourer comes up to this standard, he will pass as a 
skilled or efficient worker, and if he fails to accom¬ 
plish the standard work, he will be called unskilled. 

For a clear understanding of the factors on 
which the efficiency of labour depends the following 
chart will be helpful:— 


Efficiency of Labour 


Quality of Labour 
oi Efficiency of Labour 


Number of Labourers 


Personal Efficiency 
of Labour 


Efficiency of Organization or 
Contribution of the Employer 


I- 

Power to Work 
(Health, 

Education, 
Technical Training) 


Will to Work 
(Character, Hope, 
Freedom, 
Change) 


The productive efficiency of a nation will depend 
upon the efficiency of workers and the number of 
such workers busy in productive activity. The ques- 
tion of number of labourers is a question of popula¬ 
tion which has been discussed in a preceding chapter. 
H ere emphasis will be laid on the quality of labourers. 
Efficiency of labour, which means the power of 

n P ™f r ffi to Create weal l h > is the question of his 

from ntL e r*f Cle ? Cy ^ mUCh &S that ° f the hel P ** gets 

the oral ff ne , eds 4. su PP lem ented by the efforts of 
the organizer under whom the labourer works, as it 

is the organizer who looks to the supply of other 
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factors of production in co-ordination with which the 
labourer works in modern industrial production. 
Thus the question of the efficiency of labour resolves 
itself into two: To what extent does a labourer’s effi¬ 
ciency depend on his 'personal efforts and qualifica¬ 
tion ? and, to what extent is he assisted by the con¬ 
tribution of the employer ? 

Personal Efficiency .—Personal efficiency is made 
up of the labourer’s “power to work” which is a 
question of fitness and his “will to work” which 
depends upon his temperament and outlook on 
life. 


^"Power to Work 


Health .—Health is the basis of all activity. 
People who enjoy sound health and live long, put in 
more work in the long run than those whose span of 
life is short and even then is interrupted by periods 
of illness. Healthfulness depends upon the consti¬ 
tution that one inherits from his parents and also 
upon his upbringing in childhood. In youth and 
manhood it becomes the concern of the workers them¬ 
selves to maintain and improve their health. Nourish¬ 
ing food suitable to the nature of work a labourer has 
to°perform, and regular exercise go a long way to¬ 
wards keeping a sound body. Family life, social cus¬ 
toms, and one’s company exercise their influence on 


his liGfllth 

Climate .—Then comes the climate of the place 
and the surroundings of the factory or workshop 
where the worker works. A cold climate makes a 
person healthy and active, but a very cold one is ener¬ 
vating and makes out-door work impossible. A 
warm climate is not necessarily unfavourable to naia 
work but it creates an inclination to be lazy ana 
sedentary. Temperate climate is the most couduei 
to hard work and takes out the best efforts ot 


labourer. 
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Education .—Every work requires both physical 
and mental effort. Intellectual vigour is largely the 
result of education. Any activity, that quickens 
one’s power of observation, sharpens his wits, refines 
his imagination and helps him to form accurate judg¬ 
ment, can be called intellectual training. This is re¬ 
ceived in the family, in the school, and the wide world 
where a demand is made on one’s mental faculties to 

1^, . i <1 ^ ^ i arising almost every moment in 

one s life. This education gives only a •general train 
lnc J in developing mental faculties. ' 

Technical Training .—This training in a special 
line of activity has acquired a great importance in 
modern industry. This is an age of specialization 
and a labourer works at a single process and that too 
a minute one. The raw material passing through his 
hands is often costly, and the implements, with which 
he works, delicate. Then there are ins and outs of 
an occupation and secrets of a trade which one does 
not learn through general education but only through 

long periods of apprenticeship with those who are ex¬ 
perts in their line. 


Will to Work 

m0ral cha racter is another 
factoi which determines the efficiency of a worker. 

dimate an!! ^ JOyS S0Un 1 d l hea u lth . works in temperate 
technical r^; h?S re P eived b °th general education and 

of do nt W K g ’ n e maV be ® x P ected to be capable 
will H b ]0b r e L ? ut whether he does it well, 
d c?fTr d 0n Wbetbe / he has a character or virtues 

A wirk! 1 ^ T 4 . S f' reSpeCt ' honesty and industry 

fe ® ls hls responsibility in completing 

his works as hard in the absence of 

h s task bll hl * presence, and who takes interest in 

a will tn ^ 1 f ta ' n lfc - It is a question of having 

p d a task when he ha s the power to do it. g 
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Outlook on Life .—In addition to all this, there 
are certain conditions of work, mental outlook, ambi¬ 
tions, want of restrictions and variety in life, which 
are very favourably conducive to the growth of pro¬ 
ductive efficiency. 

Hope .—Hopefulness for rise in grade and pay, 
for extra remuneration on doing excellent work, and 
for growth of self-respect and social ambitions, adds 
zest to one’s work. 

Freedom .—Freedom from narrowing influence of 
customs and prejudices and from the oppressing sense 
of inferiority and subordination, induces a man to 
work harder and better than what he will do if he is 
mistrusted and constantly driven to work against his 
will. It is abundantly clear that a man, who realises 
his responsibility, is a better worker than a slave who 

has no personal interest in the task. 

Change .—Change in associations and surround¬ 
ings, in life and work, keeps a man cheerful and buo¬ 
yant in spirits. Dullness and monotony of life often 
kill initiative and enterprise, and blunt the creative 
power and imagination without which a worker is 

no better than a lifeless machine // ~ • ncv 

8 4. Efficiency of Organization.— The efficiency 
of organization is judged by the final results o: pro¬ 
duction. The ideal of production is the creation ot 
the maximum wealth with the minimum of effort. 

Thus an organization that manages buainMW 

greater approach to th^s economy of effort is mo 

efficient than another which cannot , effec ^ Q s ° nn the 
economy. This economy of effort depends on the 

efficiency of land, capital and labour, and the ■ J 

they are combined together to some F on nr0 . 
Land and capital are subordinated to labour m $ 
duction and therefore, it can be said that t 
ciency of organization depends on the ? ^ 

it succ^ds in utilizing and increasing the efficiency cf 

labour. 
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The generally low standard of living of the workers 
is responsible for poor diet, insufficient clothing, damp 
and dark tenements in the congested, ill-ventilated 
and insanitary bustees and chawh which are such a 
prominent feature of industrial towns like Cawnpore, 
Calcutta and Bombay. The awful slums where 
labourers reside, are the breeding-grounds of disease, 
crime and immorality that sap the strength and reduce 
the efficiency of the workers. Cheap and low recrea¬ 
tions with drink as the only means to drown the 
miseries of abominable living conditions shatter their 
health and reduce their stamina^ The one result of 
all this is very low efficiency indeed. 

The migratory character of factory labour, that 
is drawn, from agricultural areas during the off¬ 
seasons when agriculture offers little occupation, is 
another factor explaining v the inefficiency of our 
labourers. Their stay in the factories is only tempo¬ 
rary as they return to their land from time to time 
and thus the continuity of training is broken and skill 
has to be acquired afresh. 

Inefficiency of Organization. —The lack of hio-h- 
class managing skill and organizing capacity amon" 
our organizers is also responsible for low efficiency of 
labour The machines supplied by them are sometimes 
obsolete and even second-hand—the import of reiected 
sugar machinery from Java is an instance—and they 
are not always the best and most suitable. It is time 

th if- fc the , em P lo y ment of cheap and 
Snomy machlner y » at the best a false 

Again, they are responsible for the unhealthy 

insln^rv 1128 °t the fact0 , ries ’ and bad ventilation and 

Though th P r. rklng f C0I i d | tl0ns mside the factories. 
enedHw h ° f W ° rk have been considerably short- 

f arran gement is nonetheless defective. Two 

b ° f shor i t . with light refreshment will prove 
more recuperative than one long break. 
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Making arrangements for healthy recreation and 
physical and intellectual advancement of the workers 
by providing labour clubs, reading-rooms and gymna¬ 
sia is once again their responsibility, lit will keep the 
workers away from undesirable associations, increase 
their efficiency and ultimately benefit the organizers 
themselves. 


Inefficiency of Farm Labour 

The farm labourer is in certain respects less for¬ 
tunate and in certain others more fortunate than his 
brother in the factory, yet on the whole his efficiency 
too is unsatisfactory. 

His conditions of work in the open fields are 
more hygienic yet the scorching heat of summer and 
biting cold of winter impose a heavy strain on his 
physique. His great success in enduring these is not 
due to better diet or more sanitary housing conditions 
of the village but to cleaner atmosphere of the country¬ 
side unpolluted by the soot and smoke of factory 
chimneys. His life is more regular though duller, 
more peaceful though less exciting, and this saves 
him from falling a prey to evil consequences of low 
amusements and sensuous pleasures of the industrial 

towns. 

In the matters of general education he is less for¬ 
tunate, while technical training he receives none. 
He entirely depends upon the traditional knowledge 
handed down from generation to generation embodied 
in the maxims and proverbs and learns a little from 
the members of his family and personal experience. 

The raw material used is indifferent m quanty 
and tools and instruments decidedly primitive with the 
consequence that though agriculture has been tne 
main industry of the country from times immemorial, 
the inefficiencv of farm labourers is classic. 

His conservatism and fatalism are well known. 
The farmers all the world over are noted as conser- 
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vative but the Indian farm worker beats them all. 
The evidence is seen in their faithful observance of 
agricultural processes adopted thousands of years 
ago with the resultant inefficiency. A deep faith in 
the immutability of fate has left them devoid of all 
incentive and hopefulness and they feel resigned to 
their lot without attempting to improve it. 

• Conclusion 

These reasons have led certain critics to observe 
that the inefficiency of Indian workers—both factory 
and farm—is their national characteristic. Of 
course, it is not true if it is meant to imply that their 
efficiency cannot possibly be improved. An Indian 
worker is more a victim of circumstances, both social 
and industrial, than a branded incompetent person 
beyond hope. His inefficiency is more due to lack of 
facilities for education and training, inefficient or¬ 
ganization, defective and inadequate labour legisla¬ 
tion, low wages and lack of union. Where given the 
opportunities for work and experience, he has shown 
himself wonderfully adaptable and has often surpass¬ 
ed his foreign competitor. 

EXERCISES 

1. Clearly define ‘efficiency.’ Can you not judge the 

efficiency of a factor of production independently of other 
factors? Way? 

2. What are the factors on which the efficiency of land 

depends? How far is man responsible for the present 
efficiency of land? 

'h Describe the various methods of economising land 

both m town and country. In' what way does capital afteit 
the efficiency of land? 

I- What is meant by the efficiency of capital? Suggest 

e lines on which the efficiency of capital used by a farmer 
can be improved. 

5. On what does the efficiency of labour chiefly depend? 
now does the employer contribute to the efficiency of labour? 
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G. How is the efficiency of labour affected by education— 
(a) general and (b) technical? Are labourers entirely depen¬ 
dent upon the employer for their efficiency? 

7. Analyse the conditions which are responsible for the 
efficiency of organization. How does the organizer bring 
about the efficiency in production? 

8. "W hat are internal and external economies? Which 
of these are more important in modern industry and why? 

9. W hat are the chief causesl of the inefficiency of 
Indian labour? Suggest suitable remedies to improve their 
efficiency. 



CHAPTER VII 


DIVISION OF LABOUR AND LARGE- 

SCALE PRODUCTION 

1. Division of Labour 

§ 1. Meaning of Division of Labour. —frhe split¬ 
ting up of a task into its sub-processes and the per¬ 
formance of each process by different individuals is 
called Division of Labour. In division of labour, 
production is essentially undertaken by a group of 
people^ There is no division of labour in the produc¬ 
tive effort of the cobbler who himself prepares a pair 
of shoes from beginning to end though he does it by 
gradual processes. This is an individual activity and 
hence no division of labour is possible though there is 
the partitioning of the entire task into several pro¬ 
cesses. Likewise, a carpenter’s work from the felling 
of a tree to the finishing of a table does not imply 
division of labour if he performs all this labour un¬ 
assisted by any other individual. 

But every group-production is not necessarily a 
productive activity conducted on division of labour. 
A dozen men rolling the playground with a heavy 
roller have no division of labour among them; they 
are all doing the same thing collectively. In other 
activities of lifting, dragging, pulling or pushing a 
heavy load, where more men are required as the task 
is beyond the power of an individual to perform, there 
is no division of labour as all the members of the 
group are doing the same thing. For division of 
labour to take place, a task must be divided into 
several processes and at each process should be en¬ 
gaged different men, not because all the processes can¬ 
not be performed by one man but because the task is 
more efficiently performed if arranged in this manner. 

233 
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Division of labour means specialization of work. 
The simplest form of this specialization is seen in a 
family where male and female members take up 
different duties of the household. In agricultural 
families, the males perform out-door operations on the 
fields while females keep the home. Even the lads 
help their parents in doing odd jobs such as looking 
after the bullocks or watering the fields. Factory- 
production furnishes numberless illustrations of divi¬ 
sion of labour. The entire work is divided into sepa¬ 
rate departments like engine-room, spinning, weav¬ 
ing, bleaching, calendaring, stores, sales and others 
in a cotton mill and then in each department are seen 
workers engaged in different portions of a single 
process. A modern mill or a factory is nothing but 
the embodiment of the spirit and the forms of divi¬ 
sion of labour. 

§ 2. Forms of Division of Labour.—There are 
four forms of Division of Labour :— 

1. Occupational or industrial division of 

labour. 

2. Division of labour into complete processes. 

3- Division of labour info incomplete pro¬ 
cesses, or technical division of 
labour. 

4. Territorial or geographical division of 
labour, or localization of industries. 

1. Occupational Division of Labour .—In society, 
outside the family, the whole business is kept running 
by different people specializing in different services 
required by the community. Some produce the grains 
to feed it; some weave to clothe it; some build to house 
it; some make furniture to furnish homes or make tools 
and instruments needed in agriculture and industry; 
some train the children to bring them up as 
citizens; some preach while other heal them. In shorty 
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3 . Division of Labour into incomplete processes 
or technical division of Labour— Specialization went 
further and the result was that even a complete pro¬ 
cess was split up into many sub-processes and these 
came to be taken up by different individuals or groups 
of producers. The various operations performed by 
different men in growing cotton are a matter of com¬ 
mon knowledge. Each of the processes, ginning, spin¬ 
ning, weaving and tailoring is finished in many sub¬ 
processes. In tailoring, for example, are included 
measurement of body, cutting the cloth into pieces, 
stitching them in parts, sewing, buttoning, ironing, 
and fitting. Similar is the case with ginning and 
spinning and weaving. 

The basis of this form of division is a careful study 
of the worker’s capacity to do a certain task with the 
requisite tools and instruments and under an expert 
management.A standard or average amount of each 
kind of work is fixed which a workman of average 
efficiency is expected to do. And then the business 
of the employer is to see that each worker does only 
that job, and nothing else, in doing which he is most 
efficient and which he does at least up to the standard, 
if no better. 

4. Territorial Division of Labour .—This mean* 
the distribution of industrial workers over ~ different 
regions which are best fitted for them owing, cer¬ 
tain industries being located there. EnglancH^ecial- 
ized in machinery, Germany in chemicals and France 
in wines. In India, Bengal is noted for Jute produc¬ 
tion, Gujarat is the home of cotton, and the U.P. and 
Bihar are the centres of sugar industry. Specialists 
or experts in a particular industry will be found to 
have settled down in the areas meant for the industry. 

§ 3. Advantages of Division of Labour.—Speci¬ 
alization is the foundation of productive efficiency. 
A man being constantly employed at a small task 
• becomes master of it in course of time . By doing the 
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. rpT ° o^uuLuie iiiLctvjL ana strengtnen 

it. these various occupations, which were brought 
into existence in early times by social, religious or 
political requirements, have since become hereditary 
and formed the basis of Hindu castes. Caste-syetem, 
looked at from this point of view, has done much good 
to society, and this sort of occupational caste-system 
nas been in existence in almost all the races, not to 
speak of the Hindus alone. 


2 . Division of Labour into complete processes.-- 
With the progress of society and growth in its econo¬ 
mic needs, specialization in occupations was carried 
on still further. A single occupation was broken up 
into several processes which could be completed in 
themselves by groups of people working independently 
of other groups. The supply of cotton cloth is done 
in four big stages—growing of cotton, ginning and 
spinning, weaving, and tailoring—each of which is 
performed by agriculturists, spinners, weavers and 
tailors respectively. In making a door plate, com¬ 
plete processes like mining, smelting, rolling and 
smithery are required; so also lumbering, sawing and 
actually turning a piece of wood into a table in car¬ 
pentry. Though each of these processes is composed 
of numerous sub-processes, they, as complete processes, 
are performed by different groups who may be even 
unaware that all of them are putting forth produc¬ 
tive efforts that are directed towards making one 
and the same thing. A miner may refuse to see 
beyond his nose and assert that as far as his job is 
concerned, it is over as soon as he brings the iron-ore 
from the bottom of the pit to its mouth. He is not 
wrong. The same claim may be made by labourers 
working in a foundry, or in a rolling mill or in a 
workshop. But to satisfy our want for a door plate 
the efforts of all these people working at complete 
processes have to be coordinated.^*^) 
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Same thing day after day, eyes and hands get accus¬ 
tomed to manipulate the raw material and the tools 
in a way which becomes almost automatic. And being 
so reduced, it loses much of its strain on the nerves 
and muscles of the labourer for whom the task be¬ 
comes simpler and lighter , however complex and 
difficult it might have been in the beginning. Again, 
there are specialists in different branches of medical 
profession, specialists in law and in teaching as in a 
branch of trade and industry. All these specialists 
are working on the basis of division of labour. 

There is a saving of time and its better utilization 
in division of labour. If a labourer is employed in 
more than one process, he will do a job for some time, 
leave it with the raw materials and the tools he has 
been using there, move to another spot where he has 
to take up another job for which he requires a new set 
of materials and tools. This moving away from one 
job to another involves a waste of time which would 
be better utilized if the labourer is consantly employed 
at the same task./. 

A task, complex when considered as a whole, 
becomes easier when it is divided into numerous sub¬ 
processes. The very essence of division of labour lies 
in reducing a complicated task into parts at once 
simple and easy to perform so much so that each 
process consists in simple vertical, horizontal, or rota¬ 
tory movements. As these simple movements can 
easily, be taken up by machines , the introduction of 
machines becomes a possibility. There are machines 
that very skilfully perform tasks too complicated, 
too fine or too minute for human muscles. But the 
intention is to emphasize the fact that the simpler a 
process is, the greater is the possibility of its being 
taken up by machines. 

The introduction of machines renders the task of 
the labourer much easier. The monotonous, hazard¬ 
ous and strenuous task is done by machines and the 
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strain on the muscles and brain of the labourer is 
lightened, whose duty remains simply to watch the 
machine that actually works. Only when somethin** 
goes wrong with it that he stirs himself, sets it right 
and then once again begins to watch its working. 
In cotton mills employing automatic looms, the weav¬ 
ers can talk to friends or read a book while the loom 
weaves merrily on till it suddenly stops because a 
thread of the warp is broken. After the necessary 
adjustments have been made, the machine resumes its 
work and the workers begin to chat. Again, a ham¬ 
mer weighing several maunds can be worked with the 
help of a mere lever controlled by a worker, or tons of 
load can be removed by a crane under the control of 
a man sitting in a cabin high above. Machines thus 
relieve the workers of much of their trouble and strain 
and render their task easier and pleasanter to do. 
At the same time, the machines demand greater 
energy, intelligence and sense of responsibility in the 
workers that use them, which fact leads to an in¬ 
crease in their wages. 

Division of labour levels the barrier between 
!different trades that require the emloyment of 
machines. Though machines differ in different in¬ 
dustries, the principles governing their work are al¬ 
most identical. In some cases the machines intended 
originally for a particular service may be used for a 
totally different purpose after making slight changes 
in them, as machines used in making type-writers 
can be utilized in making guns; consequently it is 
easy for a worker employed in one trade to move 
from it to another trade. 

By constantly watching a machine at work, a 
labourer may hit upon a device to improve it or get 
an idea of a new type of machine that may perform 
the same task much more easily and quickly. Some 
of the most useful inventions have resulted from such 
an intelligent observation and interest that the work- 

. v 
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ers have felt in their machines. Thus the division of i 
labour lends to many useful inventions. 

It may also be added that division of labour 
affects a great economy in energy. Every man can be 
assigned a task that is suited to bis individual capa¬ 
city—intelligence, strength and application—and he 
is employed there constantly so that no waste of 
energy is allowed. 

Hence it is evident that the efficiency of produc¬ 
tive effort is greatly enhanced when division of labour 
is introduced. 

§ 4. Disadvantages of Division of Labour.— 

The degradation of the workman is a direct result of 
division of labour and mechanization of production, 
as in constantly repeating a simple process the work¬ 
man is reduced to a purely mechanical role. He be¬ 
comes an automaton working as stolidly and lifelessly 
as a machine does. It is undoubtedly a painful experi¬ 
ence for him to realize at the end of life that all the 
time of his working hours he had done nothing except 
driving nails into the soles of shoes or sharpening 
the points of pins or making a tiny wheel of a watch. 
But work as such, if honestly performed, is never de¬ 
grading, but is dignified; and dignity is not lost if it 
has been a man’s business to do a simple little process 
all his life. He is a unit in a group of producers, and 
if any credit goes to the group for its productive 
efficiency, the individual must receive his due share. 
Even without division of labour certain duties are 
degrading just as the work of a sweeper or of a 
stone-breaker, or of a road-worker who handles the 
ramrod. The division of labour with the help of 
machines has improved the lot of such workers rather 
than degraded them any further. 

The monotony in repenting a single process not 
only makes a worker stupid and ignorant but also 
deprives his life of all pleasure. Though this is true 
the labourer needs not be discouraged. Nowadays 
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machine workers work for 40 to 54 hours a week and 
get high wages. They can very well employ their 
increasing leisure hours in arranging games and 
sports, running clubs and libraries and reading-rooms, 
learning music and dancing, or cultivating some of the 
fine arts as painting, and thus by introducing change 
in their daily life they can make it pleasant and over¬ 
come the monotony of working hours. Even some of 
the employers undertake to provide a change and 
variety in the life of their employees by helping them 
in arranging their recreations. Under these circum¬ 
stances it is futile to say that machine work renders 
a man’s entire life dull and monotonous. 

It cannot be denied that a workman loses his 
position of being a producer of a complete article. 
However efficient in his particular process, his effi¬ 
ciency can be marred or maintained by the work of 
those that precede and follow him. A weaver may 
have his task rendered difficult and inefficient if the 
spinners have not twisted the yarn well, or, if the 
bleachers or dyers spoil the texture of the cloth. The 
extreme dependence of a workman on other members 
of the group makes his position unstable and precari¬ 
ous. But spread of education and trade-union move 
ment among workers are making them realize that 
they belong to the same class of workmen and that 
their poverty or prosperity depends upon mutual 
actions, and that they should perform their task 
honestly to save others from suffering the consequences. 

2. Machinery 

The present stage of economic development is just¬ 
ly called the ‘factory stage’ or, the ‘machine age. 

Since the commencement of the Industrial Revolution 
machinery has come to be extensively employed and 
plays a dominating part in productive processes. And 
the termination of its progress is by no means in sight. 
In agriculture, in transport, in domestic and manu- 
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facturing industries, and even for consumption pur¬ 
poses in our households, the machines are becoming 
more and more indispensable. With the better utili¬ 
zation of the sources of motive power, the machines 
have succeeded in almost transforming our entire 
economic organization. 

§ 5. Advantages of Machinery.—(i) Machine is 
the greatest ally that man has in his struggle against 
nature. Nature yields her resources grudgingly and 
man unassisted with machines could never have suc¬ 
ceeded in exploiting her with his puny strength. 

(ii) In the economic field, the greatest benefits 
have resulted from the Division of Labour which 
could not be introduced in modern production with¬ 
out the help of machines. 

(iii) Machines have lent tremendous efficiency to 
man’s productive efforts by increasing the speed of 
work and reducing the time required for different 
processes, and can create wealth at an amazing pace. 
Instances illustrative of the wonders of the machine 
age are too common to enumerate yet to the reader 
may be suggested an example of the printing machine 
that prints, folds and delivers 120 complete copies of 
the Weekly Illustrated per minute. How much of 
human efficiency will be needed to acquire this period 
if it were at all possible for human beings to attain 

it. 

■ J; ar g escale production has become possible 

with the help of the machines and due to economies 
resulting from it the cost per unit of things produced 
has been greatly reduced. Thus have been brought 

within the reach of even poor people articles that were 
once the luxury of the rich. 

(v) By performing difficult, heavy and arduous 
task like cranes lifting weights, engines pulling trains 
and hydraulic hammers beating steel girders to the 

thinness of wires, the machines have relieved the 
strain on human muscles. 
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(vi) They have also taken up the monotonous 
tasks which consist in the mere repetition of very 
simple processes like driving nails into the soles of the 
shoes and thus relieved the factory labourer of much 
of the monotony of his life. 

(vii) Machinery has also undertaken to perform 
those degrading and disagreeable tasks that are so 
injurious to human health and dignity, like the duties 


of scavengers. 

(viii) It has widened the outlook of labourers by 
giving them opportrunities to exercise their intelli¬ 
gence and resourcefulness. 

(ix) It has helped the labourers to earn higher 
wages and thus raised the standard of their living 
and generated in them the sense of dignity and self- 


respect. 

(x) It has increased the mobility of labour; that 
is, the labourers can now move from one occupation to 
another with the ease and rapidity that was impossible 
before. The machines have been standardized and 
the principles of their operation being identical, the 
labourer can quickly pick up a new task on account 
of his similar experience at his old job. 

§ 6. Disadvantages of Machinery .—But the 
advent of machinery has not been an unmixed bless¬ 
ing. There are always two sides to a picture ana 
machinery is by no means an exception. People have 

denounced machinery as a source of many evlls 
have caused tremendous misery and sufferings amon» 
the labouring-class people. The following are the 
main disadvantages attributed to machines: 

(i) Machinery displaces labourers and creates 
unemployment among them with the attendant pov 

ty and sufferings. ... n f 

" (ii) It degrades labourers to the position ot 

machine-feeders or machine-tenders with no mitiati 

and no liberty left to them. h^ndi- 

(iii) It has driven out of existence the nanai 
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craftsman who prided himself on his individualistic 
workmanship, and reduced him to the level of the com¬ 
mon worker without any interest in his work. 

(iv) It has led to physical deterioration and 
moral depravity among labourers because of their too 
frequent association with women and children em¬ 
ployed in factories. 

(v) It is responsible for the evils of the factory 
life with its insanitary dwellings, unhygienic working 
places and crowded cities full of dirty slums and 
drinking booths, and has thus brought diseases, epi¬ 
demics and death to countless people. 

(vi) It has led to over-production of goods thus 
flooding the market with cheap produce causing severe 
cut-throat competition resulting in the loss and bank¬ 
ruptcy to many. Machinery thus causes disintegra¬ 
tion in the economic structure of the society. 

(vii) Machinery is being looked upon as a tool of 
the ‘capitalist’ class for the exploitation of labour 
because, though machines shorten the hours of work, 
the intensity of labour is increased and it extracts out 
of labourer the utmost of which he is capable. 

(viii) It has disturbed the harmony of social 
life by causing ‘strikes’ and ‘lock-outs’ thus creating 
bad blood and spirit of antagonism among different 
section of population. 

This is a formidable list of accusations but they 
lack the solid justification they seem to possess. It 
is not intended to suggest that the above objections 
to the employment of machinery are baseless but after 
making allowance for these disadvantages there will 
remain a net surplus of benefits and blessings that 
machinery has conferred upon mankind. 

It is a fact that machinery displaces labour in the 
s ort period as it does the work of many labourers, 
but it also creates compensating employment at other 
p aces like the workshops where these machines them¬ 
selves are made. Again, because of machines, pro- 
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duction is taken up on large scale with low cost, and 
the commodities being cheap are demanded more, 
and employment for labour is created in new factories. 
And finally, because people are able to purchase these 
machine-made goods at less expense, they have more 
money left to be spent on other commodities whose 
increased production creates fresh employment to 
labourers. 

There is some truth in the statements that the 
individuality of a worker is lost and he loses his inde¬ 
pendent occupation and becomes a feeder of the 
machine that produces common and standardized 
articles of dull uniformity. But thereby the produc¬ 
tivity of labourer and his wages are increased. And 
though his life during the factory hours may be 
exacting and monotonous, with his increased income 
and longer leisure he can afford refreshing and 
healthy recreations that were formerly beyond the 

reach of his paltry earnings. 

As for the evil consequences of opposite sexes 

huddled together in the factory or the mines, the evil 
is being removed by labour legislation, and with 
growing educational facilities and economic prosper¬ 
ity, the children will better utilize their time in schools 
and women in their homes. The congestion m fac¬ 
tory towns is a serious problem which will continue 
to tax the resources of the public health authorities. 
A few ‘garden cities’ like those of Britain and 
America may serve as good pointers in the righ 
direction but thev cannot prove the panacea toi 

crowded cities. , p 

Over-production and consequent loss ot balance 

in the economic structure is not the fault of machinery 
but that of the organizers who fail to study the mar¬ 
ket, and in their anxiety to get rich quickly produce 
more than the requirements of the consumers. 

As for the disturbances caused by the strikes ana 
lock-outs, machinery with the employment <rf armies 


DIVISION OF LABOUR 


245 


of labourers has incidentally created opportunities 
for these but the real cause is the lack of right under¬ 
standing between the employers and the employees. 
If both the parties realize the identity of their mutual 
interests, look upon themselves as cooperators in the 
common task of production of articles for the benefit 
of the society as a whole, and with a little give-and- 
take spirit have confidence in the good intentions of 
each other, these industrial disturbances will be a 
matter of the past. 

The benefits of the machinery are too manv to be 

•* •/ 

enumerated and the number of the evil consequences 
attributed to machinery is also large. But as ex¬ 
plained in the preceding paragraphs, the evils are not 
so much caused by machines as by the lack of under¬ 
standing and mutual sympathy between people who 
are concerned in the employment and handling of 
these machines, and men failing to retain their hu¬ 
manity and becoming the slaves of machines. With 
the growth of education among the labouring classes, 
a little less selfishness among the employers, a greater 
recognition of mutual economic dependence among 
both, and a growth of social consciousness among 
reformers and government bodies, these evils will 
soon be wiped out. 

3. Localization of Industries 

§ 7. The Causes of Localization of Industries. 

7"• Physical and. climatic conditions .—The most 
^Pprf^nt cause of localization of industries is the suit¬ 
ability of physical and climatic conditions. Agricul- 
cutral specialization like jute in Bengal, Bihar and 
Orissa and cotton in the black-cotton-soil region of 
Oujarat and Berar, is entirely determined by the tex¬ 
ture of the soil and the temperature and rainfall in 
these areas. 

In manufacturing industry also like cotton, in the 
mbay island the humidity of the atmosphere is a 
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great contributory cause, as it prevents the yarn from 
frequent breakings in spinning and weaving. 

The coal and iron mining in the Gondwana region 
is influenced by the geological factors. 

2. Supply of raw materials .—An organizer will 
start his factory in the heart of vicinity of the region 
where the required raw materials are available, be¬ 
cause it saves him their cost of transport. The con¬ 
centration of jute mills in Calcutta, cotton mills in 
Bombay, sugar factories in East U. P. and Northern 
Bihar, and iron and steel works in South Bihar are 
good examples. 

3. Supply of power .—Coal is the most important 
source of motive power these days and the availability 
of coal has determined the location of iron industry in 
Tatanagar and Asansol. The cost of transport of coal 
being heavy the organizers prefer to locate their works 
near the coal-mines. The development of hydro-elec¬ 
tric power will in the future encourage the establish¬ 
ment of industries in those regions where this power 


will be available. 

^l^Supply of skilled labour. —It is cheaper in 
many cases for factories to be situated in a district 
where skilled labourers are found rather than take 
them to far distant places as labourers do not often 
like to leave their homes. The presence of big num¬ 
bers of brass workers in Moradabad and weavers in 
Benares and neighbouring districts serves as strong 
attractions to employers to start new factories m 

these areas. . , . . i; i_. 

5. OPatronage of courts. —-Many industries UKe 

ivorv and zari works of Delhi, scent manufacture o 

Kanauj and Jaunpur, silk works of Benares and 

chikan of Lucknow owe their localization to the p 

ronage enjoyed by these products from the kings ana 

courts in the Middle Ages in these cities 
C'6, Momentum oi early start. An in y 
tends to develop and remain concentrated at a loca i y 
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where it was started for whatever reason. It serves 
as a pull upon both the employers and the employees. 

7 . ^Accessibility to markets. —Often such sites 
are chosen for the establishment of industries which 
stand in the middle of the region and from where the 
finished articles can be quickly and cheaply distri¬ 
buted. Cawnpore and Delhi with their cotton, 
sugar and leather works are good illustrations. 
They lie neither in the cotton-growing nor in the 
cattle-growing regions. Their only claim to indus¬ 
trial prosperity is their matchless central position for 
the distribution of finished products. 

8 . cJdeans of transport .—'Their importance in 
determining the localization of indusrties is unique 
and is growing with the improvement and efficiency. 
In these days of international trade and commerce 
the localization of special industries in different coun¬ 
tries is maintained because quick and cheap transport 
makes interchange of products possible. 

§ 8. Advantages of Localization of Industries. 
—Many advantages flow from the localization of in¬ 
dustries: 

1. Perpetuation of efficient labour. —Localisa¬ 
tion of industries means concentration of labour in 
those areas. It not only attracts suitable labour 
there but the children of the labourers being brought 
up and educated in the industrial atmosphere pick 
up the rudiments of that particular job at an early 
age and later on maintain and improve upon the 
parental skill. 

2. Market for labour .—Labourers seeking em¬ 
ployment gather there and the employers wishing to 
employ that kind of labour also visit the locality for 
the recruitment of labour. It is convenient to both 
the parties. 

3. Growth of subsidiary industiies. —Subsidiary 
industries grow up to utilize the products or by¬ 
products of the main industries. The tin-plate and 
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barbed-wire industries as subsidiaries to Tata Iron 
and Steel Works, durry and tent making to cotton 
mills at Cawnpore and paper making to the mills at 
Bombay are good instances. 

4. Growth of supplementary industries. —Some¬ 
times supplementary industries are started in the 
locality. Engineering works at Cawnpore have 
prospered because other mills and factories provide 
them plenty of scope for work. 

5. Greater employment. —The establishment of 
subsidiary and supplementary industries increases em¬ 
ployment of labour. At the same time the women and 
young members of the family secure some work in the 
lighter industries and add to the family income of the 
labourers, thus raising their standard of living. 

6. Greater external economies .—These are pos¬ 
sible as the factories and mills have ample chance of 
co-ordinating their activities of purchase, sale and 
repairs from common agencies at economical rates. 

7. Chances of improvement .—Serious competi¬ 
tion among neighbouring factories induces their 
owners to invent new processes and improve organi¬ 
zation with the result that industry as a whole pro¬ 
gresses. 

8. Growth of trade and commerce. —The place 
acquires a reputation and goodwill for the local pro¬ 
ducts, like the brasswares of Moradabad and silk 
goods of Benares, and heavy sales are made. Organi¬ 
zations are started for the supply of raw materials 
and tools and instruments needed in the industry. 
Banks and credit houses are opened to serve the 
mills, and fire and accident insurance companies 
grow up to take up insurance business. 

§ 9. Disadvantages of Localization of Indus- 
- tries.—1. Risk of serious economic sufferings 
Due to complete dependence on one industry, the 
labourers are likely to suffer wide-spread miseries ii 
the industry falls a victim to economic depression or 
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other serious accidents. All of them will lose 
their only means of subsistence and will be unable 
to move to a new industry. 

2. Narrowness of human skill. —The localization 
of industry over-emphasizes a particular type 
of skill and by confining the labourers’ creative ener¬ 
gies in narrow groves prevents their full develop¬ 
ment. They are apt to think of their limited in¬ 
terests in a particular type of work. 

3. Chances of lower standard. If only one 
type of industry, like iron and steel, is localized at 
a place giving employment to only sturdy and 
strong men, other members of their family may have 
to remain unemployed for reasons of tneir weak 
health, tender age and female sex. The burden of 
their maintenance on the slender incomes of* indivi¬ 
dual heads of famiiles will tend to lower the stand¬ 
ard of living. 

4. Evils of factory-system like congestion, 
over-crowding, insanitary living, high rents along with 
dirt, disease and drinks are likely to adveresly affect 
the health and morals of the workers. 

LARGE-iS’CALE PRODUCTION. 

§ 10. Meaning of Large-Scale Production. 

The advantages of specialization are realized more 
and more if the number of labourers engaged in a 
particular industry increases, as the scope for the 
introduction of division of labour is greater where 
the labourers employed are more numerous. To 
provide work to a large number of workmen, a large 
number of tools and machines is necessary along with 
a large quantity of raw material and the use of 
motive power. To house this large number of labour¬ 
ers and large machinery and large quantity of raw 
material and finished commodity, large buildings are 
required. And then the organizing unit has to be 
large in order to judiciously combine these factors 
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cand work them efficiently to produce things at a low 
cost. The finished commodities are meant for sale 
and, when these commodities are in large quantities, 
the liability to make a profit or suffer a loss is also 
great, that is, risk-taking or enterprise is also needed 
on a large scale. In short, the entire productive 
scheme has to be undertaken on a large scale. 

Large-scale production is another name of con¬ 
centration of employment. This concentration of em¬ 
ployment is met with in mills and factories, in com¬ 
mercial enterprises like railways and shippings, 
storage and distributing agencies, and in farming, 
mining, forestry and fisheries. The essence of large- 
scale production is the concentration of the factors of 
production on a large scale with or without the use 
of motive power. A silk workshop in Benares run 
on those lines will be as good an instance of large- 
scale production as cotton mills or woollen mills at 
Cawnpore, though it depends entirely on manual 
labour while the latter predominantly employ power- 
driven machinery. But the large-scale production as 
found in modern industries is essentially the result of 
the factory-system, the two main features of which 
are the use of power-driven machinery and mass pro¬ 
duction on standardized lines. 

§ 11. Economies of Large-Scale Production. 
Just as efficiency is another name of division of labour 
so economy is another name of large-scale production. 
The wonderful efficiency of modern production is 
attributed to division of labour; similarly, the 
great and - varied economies of production known as 
internal and external economies have resulted from 
production on large scale. These economies are so 
effective and are enjoyable in such a measure that 
the organizers have a tendency to increase the scale 

of their business at the earliest opportunity. 

A study of these economies can be made accord¬ 
ing to the stages of production— Pre-factory stage 


division of labour 
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dealing with the purchase of raw materials, tools and 
instruments, and employment of labourers; Factory 
stage with the division of labour and other economies 
possible in the process of changing the raw material 
into finished articles; and Post-factory stage when 
the finished articles are sold off. Below are given the 
economies resulting from the use of several factors of 
production. As will be apparent from- the following 
discussion, the greatest economies of large-scale pro¬ 
duction are the economies of capital, which make the 

cheap production possible:— 

1. Economy of labour. —Economy of labour is a 
very important item of the economies possible in 
large-scale production. It has been pointed out 
before that the skill of a labourer becomes most pro¬ 
ductive when he is employed at a very simple process 
and constantly at that process alone. This condition 
is fulfilled more in large-scale production where a 
more minute sub-division of labour is possible than in 
a small business. If two businesses, employing, say, 
20 workmen each, are combined into one, production 
will be more than doubled due to the introduction of a 
more perfect division of labour and a better use of time. 

2. Economy of Land. —There is a greater eco¬ 
nomy of land or space in a large business than in a 
small one. If the business is doubled in scale, the 
accommodation required for labourers and machines 
can be doubled at a comparatively little cost. Up 
to a certain height, a new storey built does not cost 
as much as the lower one; the amount of material 
needed in construction is less; and here is no increase 
in rent payable for the building site. Even if greater 
surface area is hired, the rate of rent charged is 
considerably lower. 

3. Economy of capital. —Economy of capital is 
the biggest economy in large-scale production: 

(i) To start with, the use or generation oi greater 
power costs less per unit, as it is a matter of common 
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experience that a twenty horse-power engine will 
neither cost twice as much as ten horse-power engine, 
nor will it consume double the quantity of coal or oil 
or electricity required to run it. 

(ii) The employment of machinery in modern 
industries is increasing day by day, but it is possible 
only for large-scale business to go in for the latest 
design of machines available in the market and to in¬ 
troduce them in every process of production where 
machines can. possibly be introduced. The small manu¬ 
facturer will do much of his • work with manual 
labourers. New processes and new machines result 
from experimentation which a small producer cannot 
afford, but which forms a part of permanent establish¬ 
ment of big businesses. 

(Hi) Economy in the use of raw material also is 
affected in large businesses. If one cap can be pre¬ 
pared from a certain piece of cloth, in preparing fifty 
such caps less than fifty times as much cloth will be 
required. The waste involved in cuttings is eliminat¬ 
ed and time required in making, planning and cutting 
is appreciably reduced. 

(iv) If accumulated in large quantities, the waste 
material can be utilized in one way or the other. If 
the quantity is small, it cannot profitably be sold away 
nor can arangements be made in the factory itself to 
produce any thing from it on economical lines. A big 
cotton mill can spin the waste cotton into yarn to be 
used for durries and carpets, but a small mill cannot 
afford to set up a fresh machine for this purpose. A 
big sugar mill can profitably work a distillery to 
produce spirits from mb, and a large woollen mill can 
have a department to utilize the cuttings and shreds 
of woollen pieces and yarn in making felt caps, hats 

and blankets. , 

4 Jjjfinomy of organization. —The economies or 

buying the raw materials and selling finished commo¬ 
dities figure prominently in large-scale businesses. 
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Wholesale rates are lower than the retail ones; bigger 
discount and commission are allowed on heavy pur¬ 
chases’: transport agencies permit higher rebates on 
heavy and bulky traffic: and greater credit for longer 
periods is allowed on large-scale buying. If the scale 
is big enough it pays to produce the raw material also 
as the profits on raw material going to other producers 
and middlemen are eliminated. It will be cheaper for 
a rolling plant owner to own iron and coal-mines, to 
own a fleet of lorries or a small train to carry the raw 
material from the pits to the workshop. A sugar 
factory can likewise prosper more if it owns the sur¬ 
rounding area and grows sugarcane there. 

Intensive advertisement and canvassing can easily 
be undertaken on lower cost. A small printing press 
will do the necessary service for bills and posters, and 
even if advertisements in newspaper have to be neces¬ 
sarily inserted, the hire charges for more space are 
comparatively lower. Packing departments and dis- 
tributing votis will reduce the selling expenses, while 
larger quantities of the stock will provide better 
opportunity of choice and selection to the buyer and 
result in heavier sales. In a variety of articles a buyer 
will more probably find a thing suited to his taste and 
purse than in a stock offering less variety. At the 
same time a big business can afford to create new 
varieties and, by appea ] ing to the taste of the buyers, 
can mould it in its favour. A small business will find 
such a step too risky and beyond its means. Finally, 
the cost of production being lower, a large-scale pro¬ 
ducer can sell his goods at a lower price and by quick- 
turnover make heavy profits. 

§ 12. Limitations of Large-Scale Production.— 

Economies of large-scale production are great and 
varied. The result is that it offers a strong induce¬ 
ment to the producers to take resort to it specially 
when competition among them is keen to capture a 
limited market. Or, a producer may like to enjoy lower 
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cost of production and thus desire to increase more 
and more the scale in order to reap greater economies. 
The danger in such cases lies in the fact that the sale 
of the business might be increased much beyond the 
capacity of the market to consume the entire pro¬ 
duce. The commodities that are produced are meant 
to be sold away, and there will be no gain increasing 
the quantity of an article, however low its price in the 
market, if its entire amount cannot find enough pur¬ 
chasers. 

Again, there is not rriuch scope to increase the 
scale of a business where the producer has to attend to 
individual customer and satisfy his personal taste or 
requirements. A photographer may occasionally get 
a chance to print a large number of copies of a certain 
picture, but usually a small number of copies of a 
photo is required by a customer and consequently it 
will not pay him to maintain a big establishment. In 
tailoring business, where every customer has different 
means, tastes and bodily measurements, there is not 
much chance to have production on a large scale.. 

Production on large scale may not be economical 
if the raw niaterial used in it is precious and the need 
for strict personal supervision of the employer at each 
step is great as in diamond cutting. A jeweller s 
business likewise needs be run on a small scale as the 
quantity and the quality of an ornament required by 

customers vary enormously. . 

Then there are certain industries like agriculture 

that do not allow much scope for the economies o 
division of labour and large-scale production. WorK 
being seasonal and scattered over a large area, it • is 
difficult to introduce effectively the division of labou [’ 
and to easily supervise the work of labourers, it 
admitted that agriculture as an industry ' can £ 

a large amount of factors of production but no 
so much as is possible in manufacturing indus¬ 
tries. 
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Finally, it is seen that when the application of 
labour and capital is increased beyond a certain limit , 
production becomes rather uneconomical , because the 
tendency of returns to diminish sets in. 

EXERCISES 


1. What is meant by ‘division of labour?’ Distinguish 
it from simple coopeiation of labour. How does it lead to: 

(«) the economy of time and tools? 

(b) the employment of the cripple and the blind? 

(c) the invention of machinery? 

2. Describe the various forms of division of labour, and 
express your opinion with regard to the following statement: — 

‘At one time the caste-system could be defended as 
based on the principle of division of labour, but 
now with the advent of machinery the caste- 
system is more a hindrance than a help.' 

3. Examine the advantages of division of labour and 
weigh them against its disadvantages. What steps do you 

propose to be taken by the labourers and their employers to 
mitigate these disadvantages? 

4. What is ‘territorial division of labour ?’ How is it 
brought about and what are its advantages and disadvantages? 

i i • *■?*. e em pl°y m ent of machines been an unmixed 

blessing? Discuss the advantages and disadvantages of the 
use of machines. 


+; v r' Vhat do , you understand by ‘large-scale produc¬ 
tion t Give example to show the class of industries in which 

\ | ^ 1 * I 1 • ^ are most marked, 

sol , ‘i? 011 th T e maIU benefits and limitations of large- 
scale production. In your answer refer to the industries of 

Hke ! ei ° n "!' ere you , reside ' and state whether you would 
there and 6 whyr -30 " SmalUsCale industries developed 

producer 0 ^” “a ^ ^ V 

Which l; T rof p,od e uTt’i 1 on l ‘ ake “ , fr ° m Indiaa conditions 

recommend for agricultural ^ndus'try ? 6 ^ you 

answer. str yr Dive reasons for your 


What large-scafe tdustfe^Tvm.r Production, 

vantageously established in’you/p^vinc'e?™’ ° an ad ‘ 



CHAPTER VIII 


THE LAW OF DIMINISHING RETURNS 

Farmers have learnt from their ancestors’ long 
experience that all the food of the country cannot be 
raised on a single plot of land even if labour and 
capital were increased enormously, and that poorer 
and less favourably situated pieces of land have, 
therefore, to be brought under cultivation from time 
to time. On this experience of mankind the econo¬ 
mist bases his most celebrated law, the Law of Dimi¬ 
nishing Returns. 

§ 1. Diminishing Returns.—Since time im¬ 
memorial it has been recognised that a certain piece of 
land can give but a limited crop and no cultivator, 
howsoever skilful, can get more than that. Even 
the maximum quantity of crop is never raised, because 
there is a limit beyond which the cultivator finds .no 
advantage in proceeding as it does not pay him to 
take the extra trouble or to incur the extra expendi¬ 
ture. He can certainly raise a bigger crop than the 
one which he is accustomed to grow only if he cares to 
plough deeper, use more manure, prepare a better 
seed-bed, destroy the smallest weeds and protect the 
harvest from insects, birds and wild beast's so as to 
minimize the loss; but he knows that the increase in 
crop thus brought about costs more than it is worth; 
therefore he never cares to do that. His experience 
has taught him to realise the potent fact that the out¬ 
put is not necessarily doubled with the doubling of 
the outlay; that the total output is less in proportion 
than the cost of labour and capital applied to a cer¬ 
tain piece of land. . 

The economist expresses this simple experience 

of the cultivator in his own way thus : Suppose a far¬ 
mer grows wheat and pays the labourers and tne 
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capitalists in kind. He pays the first instalment of 
25 seers of wheat to labour and capital which he em¬ 
ploys upon his land, and gets a produce of 100 seers 
of wheat for that cost. Next time he spends 50 seers 
of wheat to employ more labour and capial to work 
upon his field and gets, say, 160 seers of wheat. A 
• third time his cost comes up to 75 seers of wheat and 
the resulting crop to, say, 200 seers of wheat. A 
fourth time, his cost is 100 seers of wheat and the yield 
of his field is 225 seers of wheat. - 


Twenty-five seers of wheat which measure the cost 
of labour and capital, represent the cost of one unit of 
productive power which we technically call a dose of 
labour and capital. Hundred seers of wheat were 
obtained, therefore, from one dose of labour and 


capital; from two doses of labour and capital, the quan¬ 
tity of wheat obtained amounted to 160 seers. Evi¬ 
dently the amount of 100 seers was due to the appli¬ 
cation of the first dose of labour and capital and the 
additional amount of 60 seers was due to the appli¬ 
cation of the second dose of labour and capital. 
Similarly, when three doses of labour and capital were 
applied, the total produce was equal to 200 seers. 
Therefore the third dose of labour and capital increas¬ 
ed the previous total output of 160 seers by 40 seers. 
In a similar manner, the fourth dose of labour apd 
capital gives 25 seers of wheat. If doses are applied 
one after another, we may say that the amount of 
wheat raised from their application is 100, 60, 40 and 
25 seers in succession. These successive amounts of 
produce are the additions made to the total output 
with every dose of labour and capital applied one after 
another.. They may, therefore, be termed additional 
or marginal returns of produce. These marginal 
returns dimmish, as is quite evident from this illustra- 
tion, ^th every successive dose of labour and capital. 

§2. Causes of Diminishing Returns. —In agri- 
. culture production is limited by the supply of mineral 

F. 17 J 
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substances. There is present even in the most fertile 
land only a limited amount of nitrogen, potassium, 
phosphoric acid, etc., which are indispensable for 
plant life. Every crop which is taken from the sur¬ 
face of land reduces the quantity of these essential 
substancs and thus lessens the fertility of that piece 
of land. Hence diminishing returns set in. 

Agricultural produce is also limited by the time 
and s'pace necessary for plant and animal life. . Man 
may finish his work quickly but Nature needs time to 
accomplish her part of the work. For seed to be 
transformed into ears of corn, months are required, 
and man has but to wait patiently all that time main¬ 
taining himself and his live-stock. Thus labour and 
capital both have to be fed during this period of en¬ 
forced idleness. This increases the cost of production 
or decreases the output per unit of outlay. Again, 
every plant must have a certain amount of space to 
spread its leaves and roots in. When all the avail¬ 
able space is used up, man has to be content with 

what little space he can possibly get. . 

We have seen clearly how the tendency oi dimi¬ 
nishing returns from land manifests itself with the 
application of successive doses of labour and cap 1 a 
This tendency has given rise to the Law of Diminish¬ 
ing Returns which may be worded thus: 

As successive doses of labour and capital are 
applied to a plot of land, the marginal returns oj 
produce generally tend to diminish. 

Diagrammatic representation of the law.—The curve 

diminishing returns, as is evident from the » ; n 

below is very much like the curve of diminishing utilitjm 

nature. On the X-axis doses of labour and capital retaken, 
and on the Y-axis, seers of wheat expressing marginal re 
turns. Successive points are joined by means o: - 

lines to obtain the curve. Thus point P shows that "“ e " 
first dose of labour and capital is employed,101) seers of whe 
are produced; point Q shows that when the second dose of 
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labour and capital is employed, only TO seers of wheat are 
raised ; and so on. 



The law applies not only to agriculture, but also 
to extractive and manufacturing industries. 

§ 3. The Law as applied to mining and quary- 
ing. —Mines and quarries are Nature’s reservoirs of 
mineral ore and the quantity of such ore in an area is 
absolutely limited. The total yield which is stored 
up in one lot in them can be obtained all at once by 
applying the necessary amount of labour and capital. 
In an agricultural land, however, the total yield is 
not stored up in one lot, so that crops are raised year 
after year. Mines and quarries are exhausted sooner 
or later, after which they yield no more. The ferti¬ 
lity of agricultural land is also exhausted but land 
recoups its lost powers and begins to yield again. 

Keeping in view this essential difference between 
agricultural land on the one hand and mines and 
quarries on the other, we may proceed to consider 
how the Law of Diminishing Returns applies to mines 
and qaurries. As more and more of labour and 
capital is applied to a mine or a quarry, the cost 
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increases more rapidly than the amount of ore dug 
out. Sinking of deeper shafts, providing support 
down below, arranging for light, pumping in fresh air 
from above, and hauling up of ore and also of labour¬ 
ers mean heavy cost, and the cost goes on increasing 
with the uccessive doses of labour and capital applied 
in exploiting the mine. The quality of ore also usual¬ 
ly gets inferior, the deeper is the operation carried. 
This means that a heavier expenditure is incurred to 
obtain not the uniform quality of ore but an inferior 
type of it. Hence the returns in terms of money due 
to repeated application of labour and capital tend to 
diminish and look much smaller when placed against 
the heavy cost undertaken to get them. In other 
words, for the same expense on labour and capital the 
quantity of produce goes on decreasing rapidly. The 
tendency of returns to diminish gathers more and 
more strength as time rolls on and the point of exhaus¬ 
tion draws nearer. Hence mines and quarries are 

subiect to the Law of Diminishing Returns 

§ 4. The Law as applied to fishing. —The fishes 
replenish their store like the agricultural land so that 
the yield is not exhausted as it does in the case oi 
mines or quarries. The cultivator can draw upon the 
fertility of only the upper strata of the soil at a time, 
but the fisherman has a far greater depth to draw 
upon for his supply of fishes. The chemical prop 
ties of the agricultural land are tied down to the soil 
which is fix eel at one place. The reproduce power 
of the fishes moves about with them and is n 

tionarv at one spot in water. -...i 

There is thus a close similarity between agricul 

tural land and fishing areas. Hence the Law o 
Diminishing Returns is as truly applicable here as 
is in the case of agricultural land. . it i ^ 

Increased appTicaiton of labour a P F yields 
fishin? in rivers, ponds, tanks and even lakes y * 
dirrdrnshing 1 returns because of the limited supply of 
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fish at a locality. As the stock gets exhausted longer 
lines are required to fish from greater depths and 
also longer time is needed for waiting for a catch. 

§ 5. The Law as applied to manufactures.-— In 
manufacturing industries the returns begin to diminish 
when all the economies of division of labour and large- 
scale production have been exhausted and no further 
improvements can be applied. In other words, dimi¬ 
nishing returns begin to make their appearance when 
the scale of the business increases beyond the capacity 
of the organizer to manage it efficiently. 

§ 6. The tendency of diminishing returns coun¬ 
teracted. —The tendency of returns to diminish is held 
in check at least for some time by a change of pro¬ 
cesses. Thus, man not only catches fishes but also 
hatches them: he not only fells tree but also plants 
them. He tries to recoup the loss and thereby retard 
the operation of the Law of Diminishing Returns. 
By effecting omprovents in the art of cultivation, 
he keeps the soil from deteriorating rapidly. Scien¬ 
tific cultivation with a suitable rotation of crops, 
improved variety of seed, artificial manures, up-to- 
date agricultural machinery and better drainage resist 
the tendency of returns to diminish for a time, though 
it prevails ultimately. Development in the science 
of mineralogy and improvements in the art of mining 
are effected only to postpone the operations of the Law 
of Diminishing Returns in mining. 

In manufacturing industries, diminishing returns 
set in a later stage. To counteract the tendency, 
most up-to-date machinery is made use of, most effi¬ 
cient labour is employed, by-products are not allow¬ 
ed to waste, scale of business is enlarged so as to effect 
economies, and most efficient organization enforced 
with a view to lower the cost of production. In fact, 
all internal and external economies are introduced in 
order that diminishing returns may not make them¬ 
selves felt at an early stage. 
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To reduce the pressure on land, sometimes more 
land is reclaimed from waste and thrown open for 
cultivation. The extent of market is widened by im¬ 
proving the means of communication—thus making 
the produce to find purchasers far and wide. This 
increases the value of the produce and weakens the 
hold of the Law of Diminishing Returns on land. 

THE LAW OF INCREASING RETURNS 

§ 7. Increasing Returns. —If labour and capital 
applied in the beginning are not adequate, increasing 
returns to doses of labour and capital may precede 
diminishing returns. In a new country having vir¬ 
gin lands, the first few doses of labour and capital 
may prove to be insufficient to work up the fertility 
of the soil to its full. If Nature replenishes her store 
of fish faster than human agency exhausts it, every 
increase in the application of labour and capital must 
yield successively greater produce. Some mines offer 
least resistance to labour and capital and start to 
give lavish returns to labour and capital in the begin¬ 
ning of their application. Increasing returns are far 
more prominent and frequent in the manufacturing 

industry than in any other industry. 

When on more and more of labour and capital 

being applied in a productive activity , the returns due 
to successive applications increase , the Law of In¬ 
creasing Returns is said to be in operation. Suppos¬ 
ing the" cost of a dose of labour and capital to be 25 
seers again as before, the tendency of increasing re¬ 
turns may be illustrated by figures taken in ascending 
order, such as 20, 50, 70, 85, 95, 102, 107 and HO 
seers. The following curve which is constructed witn 
the help of these figures represents the Law diagram- 

matically. 
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Doses of labour and Capital 

THE LAW OF CONSTANT RETURNS 

§ 8. Constant Returns. —In some industries, 
especially in extractive industries when an improve¬ 
ment just offsets the tendency to diminishing returns, 
it does not give increasing but constant returns. 
When constant returns are obtained in an industry it 
is said to be working under the influence of the Law 
of Constant Returns. If in any productive activity, 
decreasing returns are balanced by increasing returns, 
it must yield constant returns. This is generally the 
case in those industries in which the raw material used 
is produced under conditions of diminishing returns, 
and the manufacture of this raw material into a finish¬ 
ed commodity is carried out under conditions of in¬ 
creasing returns in such a way that the tendencies of 
XI ? cr f as ^ n S an d decreasing returns are equalized to 
yield constant returns. For example, if a sugar fac- 
tory produces its sugarcane, in which the law of 
diminishing returns must necessarily operate, and 
prepares sugar out of it, which activity must obey the 
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Law of Increasing Returns, the two forces of increas¬ 
ing and decreasing returns may be at work in equal 
measure so that the returns that result from the entire 
activity—cane cultivation and sugar manufacture— 
are just equal to one another. In the steel industry, 
similarly, the raw material has to be obtained from 
the mines which are subject to the Law of Diminishing 
Returns, and the manufacture of iron-ore into steel 
lends itself to the Law of Increasing Returns. If the 
two forces are exactly equal and opposite so as to 
balance one another, the whole production of steel 
must yield constant returns. The same will hold good 
in the case of cotton growing and cotton manufacture, 
or wheat production and flour making. 

When constant returns are obtained in an indus¬ 
try, it is said to be working under the influence of 
the Law of Constant Returns. This law is said to 
operate when the application of successive doses of 
labour and capital is followed by the same increase in 
output every time. 

To illustrate the law numerically, let us use the 
figures which we assumed in illustrating the Laws of 
Decreasing and Increasing Returns. Let us also 
suppose that the second set of figures represents seers 
of wheat flour, not wheat. Then the averages obtain¬ 
ed from the corresponding figures of diminishing and 
increasing returns will stand for the figures of con¬ 
stant returns. For example the first dose of labour 
and capital yields, as we have supposed now, 100 units 
of wheat and the first dose of equal cost yields, ac¬ 
cording to our supposition, 20 units of wheat flour; 
the two doses thus yield 120 units, which comes to 
60 units per dose on an average. The figures of aver¬ 
ages so arrived at have been set out in the table below: 
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Doses of labour 
and capital 

Marginal 
returns of 
wheat 

Marginal 
returns of 
flour 

Total yield 

Average yield 

1 

100 

20 

120 

60 

2 

70 

50 

120 

60 

3 

50 

70 

120 

60 

4 

35 

85 

120 

60 

5 

25 

95 

120 

60 

6 

18 

102 

• 120 

60 

7 

13 

107 

120 

60 


. The above average yield figures resulting from 
their corresponding doses of labour and capital, when 
plotted, will give the following constant returns curve: 



Doses of labour and Capital. 


£ h ® La * of Constant Returns is only hypo¬ 
thetical. -It has been assumed in this law that the 

et 3l 0f t f e f° ductlon of material « 
exactly equa to the advantages of manufacturing the 

raw matenai mto finished commodity. But it is°hard 
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tries that employ comparatively cheap raw material, 
diminishing returns in its production may not count 
for much and may be almost negligible as compared 
to great economies in the manufacturing stage. If it 
is so, constant returns will not be obtained there. 

§ 10. The Law of Diminishing Returns operates 
in all industries. —All forms of productive activities 
obey sooner or later the Law of Diminishing Returns. 
In extractive industries diminishing returns set in 
sooner than in genetic industries; so also in genetic 
industries they set in sooner than in manufacturing 
industries. If at the start in an industry the units of 
productive power are insufficient, we get increasing 
returns first, later when more and more units of pro¬ 
ductive power are employed, we may get constant 
returns at a certain stage though only for a short 
while, yet when the production is carried too far, 
diminishing returns set in establish themselves. 
Hence increasing and constant returns do not consti¬ 
tute separate laws by themselves, as it might appear 
to be the case; they are only exceptions to the Law 


of Diminishing Returns. 

§ 11. The Law of Equi-Marginal Productivity. 

—This law is essentially the same as the Law of Eqm- 
Marginal Utility which goes under a slightly different 
name in this department of economics. According to 
this law, the given amount of expenditure is so dis¬ 
tributed over the several factors of production that the 
marginal productivity of each factor tends to be the 
same. A numerical illustration will suffice at this 

stage to make the meaning of the * tate, f ( * I ? t p f^red 

is 13 units in all, it will be so distributed among land, 

labour and capital as to make the ma rgma 1 returns to 

be equal to 30 in each case. This is shown 

following table by thick figures. If lh ^ ex ^“ dl 4 ut ion 
be distribued is more, say. 19 units, the distributio^ 

will be carried out in such a way as to mak 
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marginal returns to be equal to 20 (shown in italics) in 
each case as shown below. 


Units of Expenditure 

Returns (in terms of produce) to 

Land 

Labour 

Capital 

1 

40 

50 

45 

2 

3G 

45 

36 

3 

33 

38 

32 

4 

30 

35 

30 

5 

25 

30 

27 

6 

20 

26 

20 

7 

15 

20 

13 

8 

8 

12 

6 


If a dose of labour and capital which is applied to 
land is measured by Rs. 30, this sum will be distri¬ 
buted over labourers, tools and implements and raw 
material not at random but according to the Law of 
Equi-Marginal Productivity so as to ensure the great¬ 
est advantage. Just as a dose of medicine which does 
not contain ingredients compounded in their propor¬ 
tion is likely to do some harm to the patient, so also a 
dose of labour and capital may not yield the desired 
results, if labour and capital are not combined in the 
right proportion. 

EXERCISES 

1. State the Law of Diminishing' Returns, giving 
illustrations, wherever necessary, to make your meaning clear. 

Is this Law applicable {a) to mining? ( b ) to fishin^ in 
rivers? (c) to manufactures? 

Does the Law of Diminishing Returns refer to the 
amount of produce or the money value of that amount ? Ex¬ 
plain your answer by means of numerical illustrations. 
Enumerate the causes of diminishing returns. 

3. Explain clearly the following statements:_ 

(a) When successive doses of expenditure applied to an 
industry cause less than proportionate incre- 
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ments in the output of that industry, it is said 
to operate under the Law of Diminishing 
Returns. 

( b ) If one of the three factors of production—land, 
labour or capital—remains fixed, the increase 
of one or both of the other factors, after a 
certain point is reached, will not return a pro¬ 
portional increase. 

4. Draw a diagram to illustrate the Law of Diminish¬ 
ing Returns. Are there any exceptions to this law? How 
can you hold in check the tendency of diminishing returns? 

5. State the Law of Increasing Returns, and explain 
how increasing returns result from division of labour, from 
specialization of machinery and from the extension of facili¬ 
ties for transportation on a large scale. 

6. Consider the part played by internal and external 
exconomies in bringing about increasing returns in industry. 
Show that greater external economies are likely to lead to 
greater internal economies. 

7. With the aid of numerical example, explain the 
Law of Constant Returns. Discuss the importance of law 
in practical life. Draw a curve to illustrate diminishing, 
increasing and constant returns and mark out on it the posi¬ 
tion of constant returns. 

8. Is it true to say? 

(а) “While the part which Nature plays in produc¬ 

tion shows a tendency to diminishing return, the 
part which man plays shows a tendency to in¬ 
creasing return. ” 

(б) “So far it appears as if there were one law for 

agriculture and one for manufacture, returns 

tending to diminish in the one type of industry 
and to increase in the other.” 

9. State and explain the Law of Equi-Marginal Pro¬ 
ductivity. How does it help the manufacturer? How does 
he manage to approach the ideal? 


CHAPTER IX 


GROWTH OF ECONOMIC EFFORT AND TYPES 

OF BUSINESS MANAGEMENT 

1. Hunting and Fishing Stage 

At the early stages of civilization man had very 
few and simple wants not much different from the 
animals like whom he lived a precarious existence. 
The primitive man did not know how to produce 
things but lived on the bounties of Nature like roots, 
fruits, flesh and fish. He used crude tools like wooden 
sticks, sharp stones, animal bones or combined them 
to form spears. With the invention of fire he began 
to utilize metals like bronze and iron and thus pro¬ 
gressed from the Stone Age to Bronze and Iron Ages. 
The employment of metallic weapons like bows and 
arrows, spears and javelins increased his efficiency in 
producing his food. His dress was made of the leaves 
and barks of trees and later on the animal skins. 
Caves or hollows of the trees provided him shelter at 
night. There was no corporate life and people lived 
in families which later on grew into tribes that con¬ 
stantly warred against each other for the possession 
of scanty natural resources. 

As wealth produced was little, there was no sav¬ 
ing and, therefore, no private property. Life was 
hard and population sparse. Production was difficult 
and aimed at the satisfaction of personal wants. 
I here was no possibility of other economic activities 
like exchange and distribution. 

2. Pastoral or Nomadic Stage 

Hunting proved ineffective to supply the needs 
ot growing population and men realized that it was 
more useful to domesticate animals than to kill them. 
lne rearing of cattle and sheep and goats provided 

2o9 
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them with more plentiful food in milk and .meat, 
dress in skins and wool, and also means of transport. 
Thus cattle came to be looked upon as the principal 
form of wealth and the richness of a man was calcu¬ 
lated by the heads of cattle he possessed. This stage 
is known as the Pastoral Stage. The chief difficulty 
here was the supply of fodder for the cattle and be¬ 
cause people depended on grass only to feed their 
cattle they had to roam from place to place in search 
of new pastures. They had no fixed abode but tem¬ 
porary halts at grazing grounds, making a fresh move 
as soon as the local supply of grass was exhausted. 
Nomadic life was thus an important feature of the 
Pastoral Sta^c. 

In this stage the conception of private property 
arose and it consisted of cattle and tools and weapons. 
Where members of an enemy tribe were captured and 
served as slaves to their conquerors, they were also 
looked upon, as wealth. A big family or a tribe j wa ® 
self-sufficient in the satisfaction of wants and did not 
depend upon securing their requirements from others 

by exchange. 


3. Agricultural Stage 

The pastoral stage gradually advanced into Agri¬ 
cultural Stage when men began to tend plants side y 
side with tending cattle. Life became more settled 
and people lived in settled abodes where land was 
suitable and assured them a regular and plentitm 
supply of food for themselves and fodder for their 
cattle Larger populations could be supported and 
familities collected together to form villages which 

later on grew into towns and cities S f l i" in 
course between people grew up; they began to live m 
a cooperative spirit, and exchange and commerce dev 

loped Efficiency of effort improvecl and people hv«l 

in comparatively great comforts with ’ 

dress and shelter. 
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The transition from agricultural to industrial 
and commercial stages cannot be definitely fixed. 
Sometimes exchange and commerce developed earlier 
than agcuriltural stage while sometimes they develop¬ 
ed simultaneously and also followed agriculture. Yet 
it is to be remembered that agricultural stage has not 
been completely displaced even in the highly indus¬ 
trialized countries like England where over 80% of 
people depend upon industries for their subsistence. 
Of course, the primitive methods of farming are being 
constantly modified and improved in the light of 
scientific researches and mechanical improvements, 
but no community has found agriculture superfluous 
simply because industrialization yields greater wealth 
than agriculture. Both agriculture and industries 
are existing, not as rival, but as supplementary 
efforts though according to the aptitude of people 
and the natural resources of the region, their relative 
importance varies from pountry to country. 


4. Stages on the Development of Industrial 

Effort 

1. Family Economy or the Home Industry 
bystem.—Family economy means the stage of econo- 
mic self-sufficiency with the family as a unit of eco¬ 
nomic life. The interests of the members of the family 

i? ,ii Stage tj\ so ldentlcal and limited to the family 

fimilip Uld , ‘ a r ove !' 1 ° oked the existence of other 
f ^, e ° p e depended upon the members of the 

needed for ^h Sat ‘ sfactl f on of { their wants. Articles 

bv hp <Wi th ® S , at !? factlon , of w ants were produced 
by the family and the products were meant to be 

consumed by the family. All the factors of produc¬ 
tion were supplied from the family resources. P 

can be ,S 1Cra ! t System. The handicraft system 

tern- fiif Annl^r ° U ^ Sta # eS:_(i ) Help 0r Sys- 

S® bEEs! ( iii) G " iId 
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(i) Help or Hire System .—The self-sufficiency 
system of family economy gradually broke down due 
to growing wants but limited suppiv of labour, and 
the family had to depend on the help of occasional 
hands outside it. These extra hands were employed 
not in the sense of modern labourers of the factory, 
working so many hours a day and having no interest 
in the welfare of the business except earning their 
wages. They were invited into the family, and were 
treated as is members with whom they worked and 
lived. 


(ii) Apprenticeship System •—This system was 
very common in European countries in mediaeval 
times. Usually a young man left his home to carve 
out a career in the world and attached himself as an 
apprentice to an artisan or a craftsman. During the 
period of apprenticeship he lived in the family and 
occasionally paid for his training by rendering addi¬ 
tional domestic service. Usually their life was none 
too pleasant as they were treated as strangers but 
sometimes they were fortunate enough to be kindly 
received and considerably treated with the prospect ol 
entering the master’s business as partners. 

In this stage the craftsmen sold their wares to tne 

neighbours or produced 

bv them. The requirements of the neighbours bein„ 
few and simple and being fully understood by tne 

craftsmen, there was little or no risk borne by them. 
For supplying the local needs production was 
small scale and all the factors of production w ^esup- 
plied by the family except a little labour that they go 

from apprentices or hired labour. 

(iii) Guild System.—In course of time the crafts 
men piviim the same craft combined themselves into 
Guilds or associations jealously excludmg others from 
entering that trade, thus reducing competition an 
increasing their prosperity It was a ktod of mon 
poly of trade and labour, fixing up the standard 
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efficiency and regulating price for the benefit of the 

craftsmen members of the guild. Often these guilds 

acquired political power in the towns of Europe and 

were able to control the city states in the Middle Ages 

there. This system prospered as long as the markets 

were local and limited to the surrounding villages and 

neighbouring towns but broke down with expanding 

markets. In India we had similar guilds developing 

into castes with particular crafts from which the 

members of other caste guilds were rigidly excluded. 

The present castes of jolahas, blacksmiths, carpenters 

and others are the remnants of the old caste guild 

system, though these days their influence has consider¬ 
ably weakened. 


(iv) Domestic System .—With the improvement 
in the means of transport and communication and 
the expansion of markets, the demand for the articles 
increased, but it was beyond the means of the poorer 
craftsmen to cope with this demand. Here was the 
chance for the richer craftsmen who increased their 
scale of production by inducing the poorer craftsmen 
to work for them. The poorer craftsmen were sup¬ 
plied with the raw materials and tools also if neces¬ 
sary , worked in their homes, handling over the finish- 

t0 u heir em P lo y ers w ho sold them in the 
market and thus became middlemen or intermediaries. 

rhere is another variety of domestic system in which 

the artisans produce the articles in their homes in- 

tW n nwn y ’ l e -’ su PP 1 y ln S all the requirements from 
their own resources, but selling the products to thp 

?nahajans or kothiwalas rather than trading their 
wares direct to the consumers. g 

., there grew up mahajans or merchant- 
middlemen, a capitalist class, who later on Same 
the employers in the modern factory system and thl 
artisans were reduced to the class i1 ofSurers or 

T' earn f s - These artisans worked under 

°< th. whoTht 
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became the organizer-entrepreneurs as the entire pro¬ 
fits or losses of the trade were borne by them. 

3.. Factory System.—Under the domestic sys¬ 
tem the artisans and craftsmen worked at their leisure 
in their homes and, therefore, the supply of goods was 
neither rapid nor regular; moreover the articles could 
not be uniform in quality and design as the training, 
efficiency and home conditions of work varied from 
artisan to artisan. To remove these drawbacks, the 
employers collected together a number of workmen in 
their own homes or separate sheds and buildings and 
got the work done under their personal supervision 
thus laying the foundations of the factory system. 
Gradually the factories began to employ vast number 
of labourers whose programme of work was chalked 
out in minutest details for them by scientific manage¬ 
ment that also supplied the necessary instruments and 
machinery usually run by motive power. The deve¬ 
lopment of factory system was made possible by the 
inventions and discoveries that followed the adoption 
of steam-engine. Means of transport like railways, 
steamships, motor-cars and aeroplanes reduced dis¬ 
tances, discovered new lands as sources of raw mater¬ 
ials and markets for finished commodities, converted 
the entire world into one organized market. It neces¬ 
sitated the enlargement of the scale of production 
based upon the efficient division of labour and scienti¬ 
fic management, and ultimately placed within the 
reach of the consumers those articles that were for¬ 
merly the luxuries of the well-to-do people. 

5. Types of Business Organization 
1. Individual Ownership.—The simplest and 
oldest form of industrial management is the single en¬ 
trepreneur system represented by the artisan or the 
petty shopkeeper. He supplies his own land, does 
most of labour himself and furnishes his own capital. 
Of course, there is nobody else to share the profits or 
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losses of the business with him. This system is essen¬ 
tially suited to small-scale businesses and is most popu¬ 
lar where the market is a limited one. 

Even the employment of hired labour and borrow¬ 
ed capital does not alter the nature of individual 
ownership. It may be run on large scale like a big 
farm or store or even a factory—and external help by 
way of the supply of factors may be necessary, but 
the business remains a one-man business. 

Its great advantage lies in the organizer’s eye 
being everywhere. Personal touch is the main 
characteristic and ensures personal interest with 
greater economy and more efficiency. But the re¬ 
sources and organizing skill of a single entrepreneur 
being limited, the business provides little scope for 
bold enterprise. 

2. Partnership.—Very often it is seen that 
capital and organizing skill are not found in one man. 
There may be persons with plenty of idle capital yet 
no requisite skill to use it productively; again, an 

. organizer may be seeking capital to start a 

business. To bring them together is the function of 
partnership. 

In partnership there is a certain degree of speciali 

zation in the contribution of factors of production. 

.Partnership is on a larger scale than the individual 

enterprise and permits division of labour among the 

workers and specialization in the contribution of 

capital and organizing skill made by different part- 
ners. r 


Mutual confidence among partners is the essential 
condition of its success. Many a partnership has 
tailed due to suspicion and insincerity among the 
partners. The liability in partnership teing unlimited 
there is great risk to which one or moil partners 

S nf fP° Se i by mefficienc y or unscrupulous con¬ 
duct of any other partner. Any of the partners can 

be made to pay their creditors all the dues upon the 
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business as a whole howsoever small interest he may 
be holding in it. A partner though owing only £ of 
the business can be called upon to pay the creditors of 
the firm the entire loss if the other partners do not 
possess sufficient means to shoulder their portion of 
the loss. 

3. Joint-Stock Company.—With increasing 
scale of production necessitating the employment of 
armies of wage-earners, enormous capital and highly 
specialized organizing skill, partnership business 
yielded place to the joint-stock companies. A joint- 
stock company is an association of members with a 
common stock or capital that is divided into shares 
held by these members. Its capital, undoubtedly 
the most important of factors, is accumulated by 
the issue of shares to start the business and later on 
by issuing debentures in case the preliminary share 
money is found insufficient for its requirements. , 

The company is to be registered with the Govern¬ 
ment as an association started with the object of 
carrying on a certain type of business. Articles of 
Memorandum embodying all the relevant information 
about the nature of proposed business with the re¬ 
quirements of capital and the scope of work, etc., are 
to be submitted to the Government. After the regis¬ 
tration it issues its prospectus containing necessary 
details with a view to invite the public to purchase its 
shares. The company’s authorized capital is the 
maximum value up to which it can raise its share- 
money among the public. Usually only a portion o 
the authorized capital is actually issued or thrown 
open to the public for sale. This is called the Issue 
Capital. The public may feel interested m the busi¬ 
ness of the company and may buy all the shares 
offered for sale or only a portion of them. The amount 
of capital or the value of shares so taken up by tne 
public is known as the Subscribed Capital. Uut oi 
the subscribed capital only a portion may be canea 
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up from the shareholders, and this capital will be 
called the Paid-Up Capital. 

A company may have the authorized capital of 
Rs. 10 lakhs but, to start with, only Rs. 6 lakhs worth 
of shares are offered for sale. Rs. 6 lakhs is thus 
the issued capital, If suppose this issued capital 
is divided into 6000 shares of Rs. 100 each and only 
4,000 of them find purchasers, then Is. 4 lakhs will be 
the subscribed capital- If the shareholders are called 
upon to pay onlv to the extent of Rs. 75 per share then 
Rs. 300,000 will be called the paid-up capital. 

If at any time in the future the company wants 
to borrow monev it may do so on the security of 
its assets. Such loans are contracted by issuing 
Debentures which carry a fixed rate of interest. 
The debenture-holders become the creditors of the 


company and should be distinguished from the share¬ 
holders who are its proprietors. 

The management of the company is entrusted to 
a Board of Directors who are elected from amongst 

. # ^ may further delegate 

its power to a Managing Director who assisted by a 
group of assistants, foremen, inspectors and bosses 
manages the business of the company. 

The enterprise or risk is borne by the proprietors 
or the shareholders in strict relation to the kind and 
value of the shares bought by them. The share¬ 
holders bear limited liability , as distinct from the un- 
limited liability in a partnership. In the event of 
heavy loss up to any extent, the shareholders will be 
required to pay up the uncalled portion or the balance 
ot the share-money not paid so far, that is, Rs. 25 per 

kPmiwi ^ l nSt£ T e f l u P ted above. Their liability 
is limited to the extent of the value of shares they 

have purchased and no more. 7 

accoSinlto^tt riDg r ig £ tS ° f the shareholders vary 
according to the type of shares held by them The 

Preference Share- holders receive their Led “ate of 
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profit before other types of shareholders get anything. 
Among the preference shares also there may be 
priority of payment, the First Preterence shares re¬ 
ceiving payment before the Second Preference shares. 
Sometimes there may be Cumulative Preference shares 
the claim for profits on which is not lost if in a parti¬ 
cular year no profits are made, but accumulates till 
all the arrears have been discharged. Such shares 
carry the least amount of risk even among preference 
shares to which little risk is attached. Next come 
the Ordinary shares on which the dividend is decided 
by the general meeting of shareholders only after 
provision for the payment on the preference shares 
has been made. And last come the Deferred shares 
on which dividend may be paid if there is a surplus 
left- They thus carry the greatest risk in the business. 

Though capital holds a dominant position among 
the factors of production in a joint-stock company, 
the importance of labour is also great. It is employ¬ 
ed in big numbers and affords best facilities for the 
introduction of the best type of division of labour. 

Thus in a joint-stock company, land is supplied 
by the landlords on whose land the factory stands, 
capital by shareholders and debenture-holders, labour 
by hired wage-earners, organization by the Board of 
Directors and Managers, and enterprise by the share¬ 
holders. 

The joint-stock managemnt has been astounding- 
ly successful. Its advantages are the limitless faci¬ 
lities for division of labour, limited liability system 
that attracts huge capital from small investors, and 
its democratic form of organization that ensures 
efficiency and flexibility in its management. The pro¬ 
duction is naturally efficient as it can afford to em¬ 
ploy experts as managers and supervisors and highly 
trained and skilful hands as labourers, while the con¬ 
centration of vast capital has enabled it to employ the 
latest and the best machinery. 
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Yet this system- of production has given rise to 
bitter conflict between the employers, so-called capi¬ 
talists, and the employees, i . e ., labour. The motive 
of the companies is profiteering whether at the ex¬ 
pense of the consumers who may be charged prices 
much higher than the cost of production, or the 
labourers who are paid wages below their contribu¬ 
tion to production. The shareholders who seldom 
meet and rarely have the capacity or opportunity to 
look into the management, may be easily duped by 
unscrupulous directors and managers. Mismanage¬ 
ment, corruption and jobbery on large scale can be 
perpetrated at the cost of the public. Among the 
various remedies suggested are co-partnership and co¬ 
operative form of management. 

4. Co-partnership. —It is claimed that co¬ 
partnership business retains all the advantages of 
joint-stock production and yet frees it from the draw¬ 
back of labour-capital trouble. The labourers are 
allowed to buy shares of the company and thus ac¬ 
quire a sense of pride in the ownership of the com¬ 
pany. Their sense of inferiority is removed by giving 
them representation among the board of directors 
and this step also removes their suspicions of being 
exploited by capitalists. Thus is introduced an at¬ 
mosphere of mutual confidence between the two parties 
and harmony in the conduct of the business. Profit- 
sharing may also be adopted according to which a cer¬ 
tain percentage of profits of the firm are distributed 
among the labourers as bonus. 

5. Cooperative Production.— Here all the factors 
of production are supplied by a group of people who 
become their own employers. The distinction of being 
an employer and an employee is totally removed and 
no ground for suspicion and strained feelings can 
exist. A detailed account of the co-operative 
activity has been given in Chapter IX under 
Exchange. 
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6. Government Enterprise.—Modern tendency 
is for the government bodies to take up under ‘Public 
Ownership’ the enterprises formerly run by private 
management. A government enterprise eliminates 
profiteering as the spirit underlying it is to supply the 
goods and services to the consumers at the lowest pos¬ 
sible cost ; the management is liable to change in case 
of inefficiency as the tax-payers are the ultimate 
owners and risk-takers and can exercise their voting 
power to that effect. The works of public utility like 
the supply of electricity and water, road and rail 
transport, means of communications like posts and 
telegraphs and enterprises of national interest like 
mint and the manufacture of munitions are usually 
undertaken by government bodies. Their profits go 
to the government treasury and to that extent lighten 
the burden of taxes on the tax-payers, though the 
government management is not necessarily the most 
efficient. 


EXERCISES 

1. Show that the growth of economic life has been a 
long drawn-out struggle between Man and Nature. 

2. What were guilds? Can you liken them to Indian 
castes as obtaining to-day. Give reasons for your answer. 

3. Describe the working of any industry of your town 
or district that is run on the Domestic System. What im¬ 
provements can you suggest in its organization? 

4. What are the two important features of Factory 
System? Estimate the benefits derived from this system and 
the possibilities of future consequences. Do you recommend 
it to be widely adopted in India? 

5. In what stage of economic development would you 
place India of to-day and why? 

6. Why do “partnerships” come to grief so frequently? 
What is there in partnership business to render it less stable 
though more efficient than the single-ownership business? 
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7. “Joint-Stock Companies represent a unit of produc¬ 
tion best suited to survive in these days of intense competi¬ 
tion/’ Do you agree with the statement? 

8. ‘Labour is blind, while capital is lame. Disunited 
they perish.' In unity lies their strength.’ Justify this 
from the working of a joint-stock company. 

9. Enumerate the factors responsible for the success of 
joint-stock companies and suggest alternative forms of 
management to remove its defects. 

10. Devscribe the specialization of factors of production 
as rendered possible by joint-stock companies. 

11. Do you prefer that big businesses be taken over and 
managed by the state rather than by private organizations? 
Why? 



CHAPTER X 


ECONOMIC TRANSITION IN INDIA 


§ 1. v Old and New Economic Order. —Morrison 
divides the countries of the world into two broad econo¬ 
mic categories: (i) those belonging to the Old Econo¬ 
mic Order that have not yet passed through their in¬ 
dustrial revolution, like India, Egypt and some coun¬ 
tries of Eastern Europe; and (ii) those belonging to 
the New Economic Order that have accomplished their 
industrial revolution, like England, Germany and 

U.S.A. 

§ 2. Characteristics of the Old Economic Order.— 


(i) The isolation and self-sufficiency of the 
communities mainly because of defective 
village and inadequate transport and com¬ 
munication facilities. 


(ii) The predominance of custom and status 
over competition. 

(iii) The preponderance of agriculture over 
other industries. 

(iv) Small-scale and cottage industries carried 
on by workers with their own resources of 
inadequate capital and catering to the 
needs of the local consumers. 

(v) Narrow market and simple and imperfect 
Division of Labour. 

(vi) Prevalence of barter or exchange of com¬ 
modities and little use of money as a medi¬ 
um of exchange. 

(vii) 'Inadequate credit facilities and hence the 
prevalence of usury or exorbitant rates ot 

interest. 
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§ 3. Characteristics of the New Economic 
Order.— 

(i) Interdependence of the different parts of 
the industrial world brought about by im¬ 
proved means of transport and communi¬ 
cation. 

(ii) Prevalence of competition. 

(iii) Increasing importance of manufacturing 
industries over agriculture. 

(iv) Large-scale industries run with big capital 
and large number of labourers. 

(v) World-wide markets and scientific Divi¬ 

sion of Labour. 

(vi) Prevalence of money economy. 

(vii) Expansion of banking and credit institu¬ 
tions and absence of usury. 

§ 4. India in the Transpositional Stage.—Ac¬ 
cording to the above classification India belongs to 
the old-order countries because she has yet to pass 
through her industrial revolution but, really speak¬ 
ing, India does not stand where it did during the 
last century. She has well advanced on the road to 
economic transformation though there is much to be 
achieved before she can claim the membership of the 
new economic order. The progress has been slow yet 
steady and it can be doubted if she will ever experience 
the disturbing changes that are associated with In¬ 
dustrial Revolution . On account of her peculiar 
social structure and outlook on life the old order will 
die hard, and it will be better if she benefits from the 
mistakes and miseries of the English Industrial Re¬ 
volution and brings about a gradual progress from 
the old to the new order. On the basis of the past 
experience it can be surmised that India will not pass 
through revolution but is already undergoing her 
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industrial revolution. That is why we talk of eco¬ 
nomic transition in the country. 

§ 5. The Village in Transition .—Agriculture 
and Handicrafts .—The principal transitional features 
of the village life are being given below:— 

1. The old self-sufficiency of the village is 

vanishing and it has become a unit of 
the national and even international eco¬ 
nomic structure. In olden days the 
village was a self-sufficing unit. It had 
its complement of village servants and 
artisans who supplied the village com¬ 
munity with all its requirements except 
salt and a few luxuries that were pur¬ 
chased at the village fairs brought there 
by caravans. Now the village buys 
even such necessaries of life as cloth, 
kerosene oil, matches, needles, glass 
bangles, toys, scissors, lanterns, sugar, 
spices, tea and numerous other articles 
received there from the distant parts of 
the country or even foreign countries- 
On the other hand, the village no longer 
produces goods for its own consumption 
alone, but grows various products for 
sale in distant markets both in India 
and abroad. 

2. The agriculture is also in transition. Not 

that the organisation of the industry 
has undergone a fundamental change 
and the scale of farming enlarged, du 
the cultivators have now replaced i°° 
crops like cereals and pulses by comine 
cial crops like cotton, jute, ancl ° 
seeds and sugarcane because moie e * 
sive irrigation facilities are now a 
able. With the help of improved mean 
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of transport and communications these 
cash crops are sold to distant markets 
and bring in increased money returns to 
the farmers. 

There is transition in the handicrafts too. 
The once flourishing cottage industries 
have more or less succumbed to the severe 
competition from machine-made goods 
and the manual worker has suffered 
much, rendered unemployment and taken 
refuge on land that is increasing the 
pressure of population upon the soil. 
Recently attempts are being made to 
resuscitate village crafts once again. 

The nature of the famines has changed. 
People no longer die because of absence 
of food articles which are now easily and 
quickly transported by roads and rail¬ 
ways from the more fortunate regions tc 
the famine-stricken areas. Famine has 
changed only to a state of scarcity and 
with the organisation of relief by the 
state and private charity the sufferings 
from famines have become milder. 

Barter is being replaced by money 
economy. The customary payment of 
wages in terms of grain no longer pre¬ 
dominates while the revenue and rents, 
taxes and interests are usually paid in 
cash. The farmer sells his commercial 
crops for cash and makes purchases in 
the markets with the help of money thus 
realized. 

Competition is gradually taking the place 
of custom. Prices, wages and rents are 
no longer fixed by custom but are influ¬ 
enced by the competitive conditions 
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prevailing in the rapid growth of popu¬ 
lation the demand for land has increas¬ 
ed enormously and there is severe com¬ 
petition for land as it is the main source 
of subsistence in the village. Naturally 
the rents have increased. 

7. The villagers have become more mobile 
as they are driven out of their homes by 
lack of occupation and seek employment 
in the towns and cities. Cheap and im¬ 
proved means of transport also facilitate 
this movement. The growth of indivi¬ 
dualistic spirit as a result of western 
influences and the break-up of the joint- 
family system encourage people to leave 
their homes and carve out independent 
careers for themselves. 

§ 6. Transition in Industries.—In the ancient 
past India was both a great agricultural and a great 
industrial country, though her industrial crafts were 
centered in towns more than in the village. The town 
industries were run on a larger scale, were better 
organised and displayed greater workmanship than 
the village industries. They were famous throughout 
the old world and exported high-grade silk, woollen 
and cotton fabrics to clothe the aristocracy of Greece 
and Rome. The Indian workman had attained high- 
grade skill in the working of metals and precious 
stones, gold and silver thread, jewellery, carving and 
enamelling, tanning and paper making and all kinds 
of technical art when Europe was inhabited by half- 

civilized tribes. . ,. 

This industrial eminence was retained by India 
up to the times of the Mughal Emperors when the 
modern European nations felt attracted by the arts 
and wealth of the country and established commer¬ 
cial relations with her. Thereafter began a steady 
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fall of her industrial supremacy which almost dis¬ 
appeared with the establishment of the rule of the 

East India Company. . . , 

But a revival set in during the last quarter ol tne 

last century both in the rehabiliation of the cottage 
crafts and the establishment of large-scale industries 
on the models of the West. The pioneering work was 
done by the British capital and enterprise in the plan¬ 
tations of tea, coffee and indigo, and later on the two 
great textiles, cotton and jute, developed, the former 
once again attaining its positions as the national 
industry of the country. They were followed by the 
mining, iron and steel manufacture, glass and paper 
making, tanning and leather-goods manufacture, oil- 
presses and saw mills, and a host of intermediate and 
minor types of industries that will be discussed later 
on. 

The industrial evolution was slow to begin with 
but picked up speed with the construction of roads 
and railways tapping resources even in the remote 
corners of the country, transporting goods to foreign 
countries and distributing the imported articles 
throughout the length and breadth of India. The 
Government adopted the policy of discriminate pro¬ 
tection towards the deserving Indian industries and 
the swadeshi movement did much to stimulate the 
industrial development. 

The large-scale industries were established in the 
towns which began to grow rapidly. Bombay, Cal¬ 
cutta, Jamshedpur, Cawnpore, Jubbulpore and a 
host of others in the Punjab sprang up as centres of 
modern factory production. Their progress and 
prosperity was partly at the cost of the rural areas 
and partly the smaller towns of the neighbourhood. 
Like the towns of England, these Indian towns could 
not escape the evils of industrialisation like over¬ 
crowding, insanitary living and the social evils of 
drink and disease. They were also not spared the 
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struggle between the capitalist and labourer attend¬ 
ed with strikes and lockouts, unemployment and 

Yet with all this the industrial progress of the 
country has been far from satisfactory. Agriculture 
continues the mainstay of 80% of population while 
industries of all kinds give employment to only 15 
million people out of a population of 390 millions- 
The big industries cannot seem to progress without 
protection against foreign goods while cottage indus¬ 
tries are leading a precarious existence. India is 
still a country of 7 lakh villages, the towns contain¬ 
ing only 13% of her total population; and the old 
economic order survives vigorously in the rural areas. 
The world factors like the present war are favourable 
to industrialisation and it is expected that they will 
be fully utilized. 

EXERCISES 

1. What is meant by saying that India is at a stage of 
economic transition? 

2. Give the main characteristics of the new economic 
order and show how it differs from the old order. 

3. How has the Indian village been affected by the 
economic transition? Is the change to the advantage oi the 

villagers? _ , 

4. Trace the influence of economic transition on the 

development of industries in India. 

5. “The unchanging rural India is changing slowly yet 
surely.” Comment upon this. 


CHAPTER XI 


LARGE-SCALE INDUSTRIES 


The organised industries of India can be classi¬ 
fied into 4 important groups: (i) Textiles—-Cotton, 
Jute, Woollen and Silt; (ii) Heavy industries—Iron 
and steel, and Engineering; (iii) Miscellaneous— 
Sugar, Matches, Cement, Paper, Glass, Leather, and 
Films and (iv) Minor industries and Plantations. 

1. Textiles 


§ 1. Cotton.—Cotton industry is India’s nation¬ 
al industry and in all its branches it supports the 
highest number of workers, employed of all the indus¬ 
tries in the country. An area of over 23-5 million 
acres produced in 1941-42 an output of 5,980,000 bales 
of cotton of 400 lbs., more than sufficient for the 


country’s requirements. Out of it as many as 
2,703,000 bales were exported to foreign countries of 
which Japan was the biggest purchaser with an in¬ 
take of 14,37,500 bales and United Kingdom follow¬ 
ed with only 440,000 bales. Yet Indian cotton is 
short-staple cotton suitable for rough and inferior 
variety of goods, and for the manufacture of superior 
goods of over 22 counts Egyptian and American 
cotton has to be imported, such imports in 1935-36 
amountmig to Rs- 2.6 crores. The attempts of the 
ndian Central Cotton Committee have succeed¬ 
ed m producing medium-staple varieties of to 1 T '/ 

in length and these are being sown over an ever- 
mcreasmg area. 

r, ? he fir * t 0 _ s “ cces , sf u 1 cotton mill was started in 

the Rn™h* 1 t 5 ? Indlan enterprise and since then 
mn™'T b f Is ! and has dey eloped into the home of 

the ereHiff es -iv cau p se the adv antages of climate, 
he credit facilities for financing the industry and its 
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situation near the cotton-growing regions of India. 
With temporary setbacks the industry has progressed 
rapidly as a result of stimulus received during the 
American Civil War and from the Swadeshi move¬ 
ment, while the biggest stride was taken during the 
Great War. In August 1943 the number of cotton 
mills working in the country was 401 with an ivest- 
ment of over Rs. 45 crores mainly owned by Indians, 
operating over 2 lakh looms and 10 crore spindles 
and employing 5,02,000 mill-hands on an average per 
day. During 1942-43 they spun 1533 million pounds 
of yarn and manufactured cotton cloth to the extent 
of ‘900 million lbs. in weight or 4,109 million 
yards in length in addition to enormous hosiery 
goods. But this quantity was insufficient to meet 
Indian demand and cotton goods worth Rs. loo 
crores were imported. India was also able to expor 
cotton piece-goods, twist and yarn to the neighbouring 
countries of Syria, Iran, Iraq, Aden and East.- 
African territories, their value in 1942-43 bein 0 
Rs. 4610 crores, as compared to Rs. 712 crores in 
1938-39. It is not difficult to understand that it was 
due to war which prevented England and Ja P^ 
export to India’s customers and left the entire held 
to Indian producers, though if allowance is made 
for higher prices, the quantity of goods exported 

comes to a much lower figure. , . 

This industry has flourished behind protective 

and high revenue duties imposed on foreign goods by 

Indian^Government and with the support of swadeshj 

spirit shown by the people Yet it h ^°Vj e jtseffi 
enough to capture entire Indian market fo 

The Indian cotton mills produce 0 ^ 4°% ( hi ^ 
35°/^ of our own requirements and for the & 

25% we stdl depend upon imports. Management is 

not quite efficient and cost is high m spl ^n fi nd S it- 
of labourers being low, and the industry wdl find it 

self in hot water if it is deprived of the advanta 0 
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high import duties and advantageous terms of trade 
agreements* made with both Japan and the United 
Kingdom. Perhaps the Government has been too in¬ 
dulgent and the public too patronizing in conceding 
to tiie demand of millowners for protection against 
foreign goods. The result is that no necessity has 
been felt by them for setting their own home in order 
by economy and rationalization, and the inefficiency 
of management in the industry continues. 

§ 2. Jute.—If Bombay is the home of cotton 
textiles, Calcutta is the centre of jute manufacture. 
Though the first jute mill was started in 1855 at 
Risra, the industry has become established at Calcutta 
due to facilities of transport by sea and overland. 
Bengal, Bihar and Orissa constitute an ideal region 
for jute cultivation and enjoy a virtual monopoly in 
jute, they producing almost 98% of total jute output. 
The area under the crop in 1939 was 33 lakh acres 
and yield 69 lakh bales. The industry proved re¬ 
munerative from the very beginning and jute cultiva¬ 
tion and manufacture developed pretty steadily under 
European management, but an unprecedented pros¬ 
perity was enjoyed during the Great War due to an 
intensive demand for gunny bags and cloth. Yet after 
the termination of the hostilities, the demand fell 
till the lowest ebb was reached in 1931-32 during the 
acutest period of economic depression. By 1938-39, 
when some recovery was made due to increased de¬ 
mand for jute goods during the Abyssinian, Spanish 
civil and the present war, there were 105 mills with 
an authorized capital of Rs. 33' crores, operating 
68,000 looms, and 13,50,000 spindles and employing 
a daily average of over 2J lakh persons. During the 
year the exports amounted to 6,93,000 tons of raw 
jute, 598 million of jute bags and 1550 million yards 
of cloth worth about Rs. 40 crores constituting 24-3% 


* See Chapter V of Exchange. 
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of all merchandise exported from India. The value 
of exports increased to Rs. 64 crores in 1941-42 but 
fell to Rs. 45 crores in the next year owing to shortage 
of shipping and war-needs in the East which became 

more pressing. . . . 

The present problem confronting the industry is 

how to reduce the cultivation and restrict the manu¬ 
facture of jute in view of the supply having far 
exceeded the demand in the world. Foreign customers 
like Germany, Italy and France had imposed high 
duties on jute manufacture exported from India while 
attempts are constantly made to discover a substitute 
for jute. Though success in the direction has not 
been achieved, the use of paper bags for storage and 
transport of commodities has reduced the demand tor 
jute. Since the commencement of hostilities in the 
present war the European market has been lost to 
Indian jute goods though an increased demand from 
the Empire countries has partially made up the 
deficiency from that quarter. Compulsory rwtoction 
of jute acreage in Bengal came into force in 1J41 ana 
only 21 6 lakh acres were put under this crop against 
567 lakh acres in the previous year The are ^ rose 
once again to 33 3 lakh acres by 1943. The 
War II adversely affected the jute trade in 1942 
43 but the Eastern Front provided scope for increasea 

jute consumption to some extent. 

S3 The Woollen Industry— The woollen indus¬ 
try of India is of a more recent growth than cotton or 
jute and is, therefore, less developed ^ “umber of 

mills in British India and Indian States was 39 ,' n k hs 
vpo r 1937 * with a paid-up capital of Rs. 100 laKns, 

having 1,958 looms and 68,107 spindles and <®P °J" 
ing approximately 6,500 men per day. Thou ft 
India has a big population of sheep numbermg . 
million, they are more like goats than sheep an 

* No Tteecnt figures are available. 


LARGE-SCALE INDUSTRIES 


293 


fleece more like hair than wool. As a. consequence 
the Indian industry has to depend on imported wool 
though the bulk of the wool used in the mills is Indian 
wool Merino and cross-breed is imported from 
Australia for the manufacture of the finer classes of 
goods while imports from Afghanistan, Iran Central 
Asia, Tibet and Nepal are also considerable 1 he 
market for the manufactures is almost entirely in 
India though the present war has created temporan- 
ly a market overseas, while the imports of woollen 
and worsted piece-goods are received from Japan, 
United Kingdom and Germany. In 1940-41 these 
imports of piece-goods were valued at Rs. 429 lakhs 
including of raw wool worth Rs. 279 lakhs. 

§ 4. Silk— Silk industry in India is more of a 
cottage-industry type than a large industry like cot¬ 
ton or woollen, though there are about 1^ dozen silk 
mills in the country. The chief centres noted for 
silk-goods manufacture are Benares, Surat, Amritsar, 
Bhagalpur and Murshidabad. The industry is not 
in a prosperous condition due to the competition from 
imported silk and artificial goods that were valued at- 
Rs. 172 lakhs and Rs. 509 lakhs respectively in 1940- 
41, and also great difficulty experienced in the culture 
of silkworm in the country. Of the three well-known 
purely indigenous silkworms tasar , muga and m, the 
muga silk is the most interesting and- attractive and 
the cocoon can be easily reeled. Certain new varie¬ 
ties from France were tried in Bengal with dis¬ 
appointment but with a fair amount of success in 


Dehradun and Kashmir. This circumstance together 
with defective system- of rearing and of hand-reeling 
and weaving is largely responsible for present depres¬ 
sion in the mulberry silk trade. India has, therefore, 
to import raw silk from Japan, China and Italy. 
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2. Heavy Industries 

Of great national importance are these industries 
called the basic or ‘key’ industries as they supply the 
instruments and machinery used by other industries. 
In India the establishment of basic industries has 
been belated and their expansion slow which fact 
explains largely why the industrial development of 
the country has been retarded. 



§ 5. Iron and Steel.— An unsuccessful start 
was made by the Bengal Iron and Steel Company, an 
English concern, at Barakar as early as in 1874, yet 
it was left to the genius of Sir J. N. Tata to float and 
establish at Sakchi in 1907 the Tata Iron and Steel 
Company which has since developed under Indian 
management and enterprise into the biggest works ol 
their kind in British Empire. Its successful example 
was followed by the Indian Iron and Steel c° m P.any 
working at Burnpur near Asansol, the Mysore 
Works at Bhadravati, and a few small foundanesm 
Madras and Bengal. It is noteworthy that the rapi 









LARGE-SCALE INDUSTRIES 


295 


growth of this industry was made possible with the 
Government assistance in the form of high protective 
duties imposed on foreign goods and heavy bounties 
paid to Indian firms for the production of certain 

articles like rails and wagons. . 

The iron and steel companies represent an invest¬ 
ment of Rs. 25 crores, and employ roughly lakh 
men and women daily, but their products are in¬ 
sufficient to satisfy country’s requirements which 
have to be met from foreign imports. In 1940-41 the 
import of iron and steel was valued at Rs. 629i lakhs 
and machinery and milkwork at Rs. 1189 lakhs. 
India also exports pig-iron, the quantity in 1938-39 
being 5,14,000 tons worth Rs. 256 lakhs. Japan was 
the principal consumer of Indian pig-iron and the 
proportion taken by her was 64%. The exports to 
England and China, the United States and Hongkong 
are on a small scale, and are further decreasing in 
the case of the first two countries. 

There is enormous scope for the expansion of iron 
and steel industry not only along the well-established 
lines of manufacturing steel goods but also for the 
manufacture of armaments, cars, tractors, aeroplanes 
and locomotive engines. Advantage has been taken 
of the opportunities presented by the World War II 
and India has practically reached self-sufficiency in 
the more widely used forms of steel. The last war 
proved the usefulness of this industry; the present 
war confirmed its indispensability. 

§ 6. Engineering Industry.—Engineering in¬ 
dustry prepares machinery and mill work from the 
smelted iron supplied to it by iron and steel companies. 
In India there are no engineering industries to manu¬ 
facture machines and tools and instruments and, 
therefore, her industrial development depends entire¬ 
ly upon foreign machinery. This is much costlier 
than the products would be if made in the country, 
and as a consequence the cost of production of various 
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Indian industries is increased and their power to com¬ 
pete with foreign goods diminished. It is a pity that 
whenever a new enterprise is to be started or an old 
industry expanded, crores of rupees have in the first 
instance to be spent in foreign lands for the purchase 
of necessary machinery before any profits are realized 
in the country. The extent of this helplessness 
can be gauged from heavy annual imports of 
machinery and millwork that in 1938-39 were valued 
at Rs. 19-7 crores. 


3. Miscellaneous Industries 


§ 7. Sugar.—In recent years India’s sugar in¬ 
dustry has shown phenomenal progress. In 1929-30 
the area under cane cultivation was 26,77,000 acres, 
the total quantity of sugar produced was 3,11,000 
tons, while import of foreign sugar was approximate¬ 
ly 9,00,000 tons valued at about Rs. 25 crores. The 
year 1943-44 presented a totally different picture. 
With the cane-cultivated area at 36,00,000 acres, the 
number of factories grew from 27 to 150, the imports 
reduced to only 583 tons only, while the output of 
sugar was estimated at 13,70,000 tons, i.e., about 
2,94,000 tons in excess of home consumption, and ot 


gur at 36,00,000 tons. 

This remarkable development in spite of econo¬ 
mic depression has been achieved mainly due to high 
protection afforded in 1932 to indigenous industry by 
way of imposing a heavy duty of Rs. 9/1/- per cwt. 
on foreign sugar, though since 1934 it has been slight¬ 
ly counterbalanced by an excise duty of Rs. 1/5/- 
cwt. on factory sugar (raised to Rs. 3 recently) and 
R e . -/10/- per cwt. on Khandsari sugar. ^ utne 
factors that helped the industry were low price o 

land for factory building and of sugarcane that be¬ 
came available in huge quantities due to 
cultivation. The prices of sugar machinery too hajl 
gone down and it was also a contributory cause. 
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Alone with the growth in manufacture, imjoroved 
varieties of cane also began to be introduced with the 
result that now almost half of the total sugarcan 
area is grown with these. The U.P. and Bihar are 
the home provinces for sugar production responsible 
for more than 50% and 25% respectively of the 
total output, and 80% of their area is under improv- 

ed variety of cane. . 

It may be noted that now India is the largest 

producer of sugar among all the countries ot tne 
world. The Indian sugar industry is the second larg¬ 
est industry, next in importan e to only cotton textiles, 
representing an investment of 30 to 33 crores and 
employing on an average over 2,00,000 labourers. 
There is plenty of margin for further expansion pro¬ 
vided the manufacturers improve their internal man¬ 
agement, and by reducing the price of sugar stimulate 
the demand of home consumers. Foreign markets 
can be explored later on as at least for 5 years India 
is debarred from exporting sugar under the Inter¬ 
national Sugar Agreement reached in London in 
1937. 

The main problems affecting the industry are the 
sugar excise duty, licensing of sugar production, the 
guaranteeing of reasonable prices to the farmer for 
his cane and the disposal of the surplus production. 
Due to high protective duties the Government of India 
have suffered heavy loss of revenue under this head 
and the revenue receipts estimated in 1936-37 were 
only Rs. 65 lakhs against Rs. 10 crores in 1930-31. 
The imposition of the excise duties are expected to 
compensate them by about Rs. 2J crores, a much 
needed help to the Government. On the other hand, 
they have reduced the profits of all and severely hit 
the comparatively inefficient and undersized factories. 
But the factory-owners should not grudge a little 
contribution to the Government or a little relief to the 
taxpayer when they have already cleared rich profits 
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under the protection of the Government. Besides, 
from the proceeds of the excise duty an amount equi¬ 
valent to one anna per cent is distributed among the 
provinces for the purpose of assisting in organising 
and working the cooperative societies of cane growers 
so as to enable them to secure fair prices for their 
cane. Recently, with a view to regulate and control 
sugar production and marketing, legislation has 
been passed in the U.B. and Bihar making it com¬ 
pulsory for every factory-owner to obtain a licence 
from the provincial government for working the 
factory, and pay six pies per maund as licensing 

The other problem is that of guaranteeing to 
the cane grower a fair price for the cane and to pro¬ 
tect him from ingenious devices adopted by factory- 
owners or their agents to harass and underpay them. 
The Government consequently announces the mini¬ 
mum price that the farmer must be paid from fort¬ 
night to fortnight and has appointed special inspec¬ 
tors to supervise the purchase of cane and observance 
of the Government rules. But for this assistance 
from the state, the interests of the cane growers could 
never have been safeguarded. 

The problem of the disposal of the surplus sugar 
is the most difficult to solve. Due to the high price 
fixed for cane (up to Re. -/9/6 per maund in 1939-40 
season) and an enhanced excise at Rs. 3' the cost of 
sugar manufacture has risen and so the price. In 
these circumstances the consumer’s demand cannot 
rise. Moreover the offer made by the Indian Sugar 
Syndicate to sell to Britain sugar at the cost price 
(less the excise) has not materialized as due to stress 
of war the shipping accommodation cannot be provid¬ 
ed for the export of sugar. There does not seem to 
be any help against accumulating stocks with the 
manufacturers except reduced production which has 
been aimed at by restricting the working days of the 
factories to only 90 during the 1940-41 season. 
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S 8. Matches.—Like sugar, in the production of 
matches also India has become self-sufficient; but 
unlike sugar, the industry is mainly owned and con¬ 
trolled by foreign capital and management. In WZl 
the Government imposed a high revenue duty of 
Es. 1/8/- per gross of match-boxes while m 19oi -6Z 
it was converted into a protective duty at Rs. ^/4/-. 
The progress of the industry was phenomena and im¬ 
ports steadily diminished to just over 23 lakhs of 
rupees in 1938-39. This improvement was maintain¬ 
ed in spite of an excise duty imposed on matches m 
1934-35 at the rates of Re. 1/-, Rs. 1/8 and Rs. 21- 
per gross of boxes containing respectively up to 40, 
60 and over 60 match-sticks. The import duties 
were correspondingly altered by adding 10 annas, 15 
annas and Rs. 1/4/- respectively to the rates ol 


excise duties. 

Before 1922 the Indian market was controlled 
by the Swedish Match Trust which took advantage of 
the high revenue and protective duties and establish¬ 
ed its own factories in important places throughout 
the country. Later on it acquired some of the 
smaller Indian concerns with the result that at present 
more than 50 per cent of matches used in the countrv 
are the products of that Trust. Thus the benefits of 
Indian protective policy are largely enjoyed by foreign¬ 
ers, the scope for Indian enterprise is greatly restrict¬ 
ed, while the wages of high-paid foreign labourers, 
experts and management are entirely lost to the 
country. 

A weakness of the industry is its dependence on 
foreign timber as an adequate supply of suitable 
timber is not available in the country. Foreign 
the Indian Forest Research institute produces the 
requisite quality of timber in the country, the indus¬ 
try will ever remain handicapped in this direction. 

§ 9. Cement.—It is another industry which is 
contributing to the self-sufficiency stage of India. 
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Making a m-odest beginning in 1904, it achieved great 
success during the War when foreign cement could not 
be imported. By now there are 39 cement factories 
with a capital investment of Rs. 5 crores. After the 
War the industry suffered acutely due to low prices 
and appealed for protection which was refused on the 
ground that plight of the industry was due to over¬ 
production and cut-throat competition among the 
producers of the country and not due to serious competi¬ 
tion from imported cement. 

Through the efforts of the Cement Marketing 
Company of India, Limited and the Associated Cement 
Companies of India new varieties of cement began to 
be produced and sale and distribution of cement was 
regulated and was greatly improved. Almost unlimt- 
ed raw material is available and there is also a vast 
market for the commodity and consequently wide 
margin for its expansion in the country. While con¬ 
sumption of cement has gone up, imports have gone 
down (to Rs. 10 lakhs in 1938-39) and Indian manu¬ 
facture has benefited as is obvious from the following 
figures : 


Year 

Indian manu¬ 
facture. (Tons.) 

Imports. 

(Tons.) 

Total Consump¬ 
tion. (Tons.) 

1914 

945 

150,530 

151,475 

1918 

84,344 

20,016 

104,360 

1930 

563,929 

68,000 

631,929 

1935-36 

886,267 

42,900 

1 

i 

929,167 


8 10. Paper.— The paper industry has not suc¬ 
ceeded in creating for itself a strong position in spi 
of the protective duty of one anna a pound granted 
for the period 14-1925 to 31-3-32 and further extend¬ 
ed for another 7 years. At present 20 big and s “® 1 
paper mills produce paper mostly of medium qua 1 J 
worth about Rs. If crores while superior-quality 
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sssjssri p ~ a-sfls. ”t 

imP °The d slow progress of the industry has been mun- 

&BS JKf S J«SSK-SJ 1 .3 imn, 

and' imperfect transport facilities render it undepe- 
dable, while a satisfactory process of piepan g 
bambo-pulp has not yet been discovered As soon as 
this process is perfected almost unhmrted i aw 
material will be placed at the disposal of the industiy 
though for the manufacture of better-quality papei 
imports of wood pulp will have to continue. Ab i 
handicap is the absence of chemical industry in India 
to supply chemicals needed in various processes of 
paper making, but there is no prospect in the near 
future of this deficiency being removed. 

The industry has made much headway in recent 
years and the outbreak of war found it ready to 
take up the vastly increased demand for Indian papei 
brought about by the difficulty of importing paper. 
Fine paper imports have totally stopped and Indian 
paper mills are working to full capacity, yet are un¬ 
able to meet consumption. Paper is also a controlled 
commodity, though recently 30% of mill consumption 
has been released for the use of the public. Govern¬ 
ment is also giving the mills every possible assistance 
in the transport of raw-material and in obtaining 
chemicals as sulphur, alum, caustic soda, etc. 

§ 11. Glass.—Though the manufacture of 
superior-quality glass was practised in India from 
ancient times, its manufacture on modern European 
lines dates from the nineties of the last century. In 
the present stage the industry takes two well-defined 
forms. The indigenous cottage industry having its 
chief centres at Firozabad in U.P. and Belgaum in 
Bombay is mainly concerned with the manufacture of 
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cheap bangles. It is in a flourishing state and 
supplies most of home demand for bangles though 
before the war it was faced with strong competition 
from Japanese “silky” bangles. The modern factory 
industry is still in its infancy and, except three 
factories including the U.P. Glass Works at Bahjoi 
in U.P. where sheet glass is prepared, it mostly 
produces glass cake for bangles and simple kind of 
lampware and bottles. In all there are two dozen of 
these factories in the country most of them having 
sprung up during the war on account of cessation of 
foreign competition which was almost overwhelming 
in 1938-39 when glass and glassware worth Rs. 125 
lakh were imported. Next to the U.P., Bengal and 
Bombay have shown commendable enterprize in this 
line and at factory in the latter province is venturing 
into the field of glass instrument-making. But it 
remains to be seen as to how many factories survive 
when foreign competition reasserts itself in the 

Indian market. . 

The comparative failure of this industry is due 

to a variety of causes. To begin with, mention may 
be made of lack of enlightened management and spe¬ 
cialization, insufficiency of fluid capital and indifferent 
selection of the factory-sites away from the sources of 
raw materials and coal. The second cause is the 
paucity of soda ash which has, therefore, to be im¬ 
ported. This difficulty can be removed only by the 
establishment of chemical industries in the country. 
The final cause is the lack of Government support. 
The industry applied for protection and the 
Government referred its case to the Indian laritt 
Board. It submitted its report in March MW 
recommending the grant of protection for 10 years 
and proposed the imposition of protective duties fro 
25°/ to 50% on various classes of glasswares. 

findings were not acceptable to the Government and 

its final decision was postponed. However, a ceitain 
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measure of relief by way of a rebate of duty on 
imported soda ash has now been granted to the glass- 

manufacturing industry. f 

S 12. Leather— India possesses a large supply of 

hides and skins which are used for making shoes, 
suit-cases, fancy leather articles, book-binding for 
covering the cotton mill rollers, transmission-belting 
and others. On account of these extensive uses m 
different industries, leather tanning is considered as 
a basic industry. The tanning of leather on large 
scale throughout the country has been possible as a 
cottage industry because India possesses a large selec¬ 
tion of excellent tanning materials such as Acacia 
pods and bark, sumach, mangroves and myrabolams. 
The products of these indigenous methods are crude 
but cheap and can hardly be replaced by machine- 
made goods unless there is a considerable rise in the 
standard of living of the people. The tanneries at 
Cawnpore, Agra, Sion, Bangalore, Madras and Cal¬ 
cutta employ modern machinery and produce tanned 
leather for export, and leather goods for home con¬ 


sumption. 

The exports of raw hides and skins in 1942-43 
were valued at Rs. 332 lakhs and of leather at Rs. 482 
lakhs. Early in 1919 an export duty of 15% was 
imposed on hides and skins with a rebate of 10% on 
those destined to Empire countries with a view to 
divert the exports from Germany to United Kingdom, 
but the attempt failed. A 5% duty continued on 
hides and skins and was abolished in 1934-35 and 
1935-36 respectively to encourage exports and thus 
raise their prices in India to the benefit of their 
dealers but to the disadvantage of the tanners. The 
products of the industry are well-nigh sufficient to 
satisfy the demand of consumers, yet various indus¬ 
tries imported machinery-belting worth Rs. 49 lakhs. 
Boots and shoes worth Rs. 15 lakhs were also im¬ 
ported. The latter imports are unnecessary but they 
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will contiue as long as Europeans, and some Indians 
also, will insist on having foreign products. 

The war has given a tremendous fillip to the 
leather industry of the country and its entire resources 
were directed towards the satisfaction of the re¬ 
quirements of war and war personnel. There was 
not only complete stoppage fo foreign goods but the 
war theatre in the Middle Far East was supplied 
from Indian production. An enormous increase in 
the price of boots and shoes had to be checked by 
Government in the interest of the public. 

§ 13. Film Industry. —The Indian Film Indus¬ 
try claims to occupy eighth place among the indus¬ 
tries of India. It is only 31 years old. Its deve¬ 
lopment has been both extensive and rapid. There 
are about 75 film producing concerns with about Rs. 17 
crores invested in the production, distribution and 
exhibition branches of the industry supplying liveli¬ 
hood to 40,000 people. Bombay has been described 
as the “Hollywood of India” from where the indus¬ 
try spread to other provinces and is now well-estab¬ 
lished in Bengal and Madras. The principal film 
producing studios are located at Bombay, Poona, 
Kolhapur, Calcutta, Bangalore, Madras, Lahore, 

Lucknow, Jubbulpore and Karachi. 

The Indian film industry has to face severe 
foreign competition specially from America and 
Britain, the two sources of import of English 
features and shorts, as can be seen from the 

following :— 


Year 

Features 

Short 

Indian 

Foreign 

Indian 

Foreign 

J 924 

1928 

1932 

1936 

59 

117 

237 

229 

405 

598 

393 

399 

26 

120 

96 

97 
? 

903 

1009 

1133 

1425 

826 

1940 

162 

201 
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The greatest handicap of the industry is the 
absence or raw-film manufacturing enterprise in India 
while a heavy duty is imposed on raw films imported 
from abroad. The scope for this industry is enormous 
in a sub-continent like India with potential customers 
numbering 40 crores, most favourable weather con¬ 
ditions and unparalleled scenic background for film¬ 
shooting. 


4. Minor Industries and Plantations 

§ 14. Minor Industries.—This discussion in¬ 
cludes only, important industries and is not meant to 
be exhaustive. There are a number of other indus¬ 
trial enterprises scattered all over the country. Of 
recent growth, though industrially more important, 
circ tli6 chemical industries ni&nuf&cturing h6<ivy 
chemicals, the biggest concern being the Indian 
Chemical Industries; the chemical and pharmaceu¬ 
tical works led by the Bengal C. & P. Works and 
counting two newly opened at Lucknow and Patna; 
cabinet making scattered throughout the country, 
Bareilly being the-centre in U.P.; turpentine and 
factory like that of U. P. Government, situated 
at Clutterbuckgan] near Bareilly and one in the 
Bunjab. Among others, mention may be made of 
hosiery factories 40 in number, yet having succeeded 

s 3,T^w y a fra ° ti0n ? f Indian market which 

Li en n th | a P anese g^ds. The development of 

and’thp y °J t P Washm ? kind > has been rapid 
and the demand for soap in the country has simul¬ 
taneously gone up. Yet for superior-quality soap 
the consumers depend on imports. There is a eood 

”h n ™L 0 . LZ’Tr, ™ d dS ! uie ™’ 

at Siealh fl n7w 6 . lar « e / ,Mer V factories like those 

coimnln link/ X azlrabad are content with making 
common locks, knives, scissors and other article* 

- ft K 
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Madras Presidency in India centred in the regions of 
Malabar coast, Cochin and Travancore, doing a flour¬ 
ishing export trade which was valued at Rs. 86 lakhs 
in 1942-43. 

§ 15. Plantation— The two other industries 
employing more of manual labour and less of machi¬ 
nery, yet no less important, are Tea and Coffee. 

Tea .—Tt is the most important plantation crop. 
Since 1875 the area under tea has increased 400% to 
834,000 acres and production has increased more than 
10 times to 501,000,000 lbs. in 1941. Its consumption 
in the country is low, only 0-2 lb. per head as compared 
to 9-2 lbs. in United Kingdom, though India supplies 
more than 40% of the world demand. In 1938-39 the 
exports amounted to 382 million lbs., worth Rs. 3,957 
lakhs of which 90% were destined for England. Ihe 
chief tea-producing areas are Assam and Bengal and 

Nilgiri hills in Madras. 

Coffee .—Its production is mostly confined to the 
South. The area under coffee in 1941 was 182,000 
acres, its output 280,700 cwt. and exports 48,000 
cwts. the lowest since a long time. It was due o 
the war that coffee industry lost a considerable 
portions of its export market in France, Norway and 
Netherlands which were enemy occupied territones 
during the period 1940—15. The daily average 
number of persons employed in the plantation duim- 
1937-38 was 66,000 permanently employed and dd,uuu 

temporarily employed. 


EXERCISES 

1 Give a brief account of the cotton and jute null in¬ 
dustries, and account for their important position 

country. . - _ 

2. What is meant by a ‘key’ industry. Of w * a 
tional importance is the Iron and Steel Industry? Indicate 

its present position. 
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3. llie Indian sugar industry is the second largest 
industry, next in importance to only cotton textiles.’ Is 
this a fact? Trace the progress of sugar industry in recent 
3 ears. Point out the drawbacks from which it suffers at 
present and suggest ways for affecting improvement. 

Ri .‘** . Gl . ve a , b ” ef anr ! reasoned estimate of the present 
state of minor Indian industries and plantation. Which of 
them are efficiently run and why? 

+ , f• an industrial map of India and account for 

the localization of the principal manufacturing industries. 

account of tie preset Stand be “ efit 011 


CHAPTER XII 


AGRICULTURE AND COTTAGE INDUSTRIES 

1. Agriculture 

India is predominantly an agricultural country 
and about 67% of her population depends upon it for 
its living as compared to 50, 38, 22 and 7 per cent 
respectively in Japan, France, U.S-A. and England 
and Wales, yet in the art of cultivation India still 
follows the primitive methods. Though, broadly 
speaking, there are few soils in the world more suited 
to intensive cultivation, the average yield of pnncipa' 
crops in India compares very unfavourably with tne 
outturn in foreign countries where the farmers na 
taken advantage of scientific improvements and appn 
ed them to agriculture. In the case of wheat, United 
Kingdom and Denmark produce thrice and four tunes 
as much per acre as India s produce of 650 lbs > 111 
case of rice, Japan’s produce is twice that oilncua. 

1350 lbs. per acre; while U.S.A- and Eygp P . , 
li and 3 times as much cotton per acre as lnd^ ^ 
100 lbs. This backwardness of India s agric 
due to a number of reasons. in the 

§1. Soil and Manure.— Few countries m ^ 

world possess such rich soil as the alhmu ^ an( j 
Gangetic plain eminently suited to wheat 
sugarcane cultivation. The regur or t 

soil of Berar, Hyderabad and Bor “^y ^h steady de 
productive. Yet the soil has g°“ thl ^ g S g eds c « t ton 
terioration due to continuous exports o [ seeai , 

and other produce which are not 

it is also suffering from exhaustion after bei g |* gg of 

fertility can be recouped only by P " g 

scientific manuring and a better rotation of P 
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There is everywhere a shortage of farmyard manure 
composed of the cattle dung, urine and fodder remains 
secured from the cattle-sheds although the number of 
cattle maintained in India is very high. This is partly 
explained by the loss of dung due to the keeping of 
cattle in the open, and the use of dung as the principal 
source of village fuel. Hence, the supply of organic 
matter to Indian soils is deficient. Again, much of 
manurial material is wasted due to farmer’s inefficiency 
and social prejudices that prevent him from utilizing 
bone meal and compost manures. Chemical fertilizers 
cannot pay except in the case of commercial crops like 
tobacco, sugarcane and market gardening, but enough 
fertility for other crops can be secured by growing root 
crops like carrot by rotation and Indian sanai as green 
manure. Experiments have shown that molasses, 
winch is at present running to waste, is very helpful in 
fertilizing the soil and, if an extensive use is made it 
Will prove a very cheap and efficient fertilizer in the 
neighbourhood of the sugar factories. 

§ 2- Seed. The quality of seed ordinarily used 
bv a farmer is poor and no attempt is made to improve 

runJ,^ L % y ' He usual jy selects a portion of one season’s 
pioduce for use as seed for the next season, or purchases 
or borrows grain of indiffernt quality from the village 
- trader. Even when he gets seeds of improved variety 
from a seed depot maintained by Agricultural or 
Cooperative Department, his crop is lilfely to deterio- 
rate as a result of its contact with the inferior-aualitv 

seeds being sown in the neighbouring fields The Tm 7 

Bm&ZmT\£r Jch , itSe stat?oned Im a't 

Station 6 Im P enal Sugarcane Breeding 

•1 lard i. milli “ 
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§ 3. Capital.—India is a country of small hold¬ 
ings and farming is carried on with a minimum of 
capital, the chief item being the team of bullocks. 
These are on the whole small, ill-fed and inefficient due 
to diminished grazing grounds and insufficiency of 
fodder crops, while little headway has been made to- 
words increasing the number of pedigree bulls. Of 
the implements, the hal or wooden plough is the com¬ 
monest and most widely used. Iron ploughs were be¬ 
ing introduced in the years following the Great War, 
but the fall in the prices of agricultural produce has 
since lessened their demand. The levelling beam 
(variously called the pata, patela or henga) is used 
throughout the greater part of the country for crush¬ 
ing the clods and levelling the field in preference to 
the harrow and roller. The seed is generally ploughed 
in by means of a hollow bamboo tied to the handle ol 
the plough or broadcasted, but in some parts of Bom¬ 
bay, C. P. and Madras seed drills and drillholes are 
used. Kodali or a spade is used for digging purposes, 
khurpis for hoeing and weeding, and hasia or sick e 
for cutting the crop. Of harvesting machinery there 
is none; grain is threshed either by treading out y 
oxen or beating out by hand, while a pancha or 
fingered rake is used for turning over the crop, wiy 
well to-do farmers can afford the charsa or ea 
bucket, rope and pulleys needed to lift w . ate / ^ r , 
the wells. The only form of fixed capital is ^^ 
well. There being no fencing, a plot is demar ^ (1 
from the neighouring ones by means of narrow k ‘ 
daries. Only in case of rice fields temporary embank¬ 
ments are made of mud which need repairing am t 
dressing every year. Thus apart from * e ® . . 
bullocks and water-lifting apparatus th ^ remaining 
tools and instruments seldom exceed Rs. JO in • 
Obviously, the tools and implements used m 
Indian agriculture are inadequate and inefficient- 
the more unfortunate feature is that even this cap 
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does not represent the farmer’s personal savings. 
They have either been purchased with money borrowed 
from the village moneylender or the Cooperative 
Society, or have been pawned with the creditor for 
some past loans owed to him. There are a great many 
factors responsible for this utter poverty of the far¬ 
mers and the consequent poor equipment of agricul¬ 
ture. 

§ 4. Irrigation. —Out of nearly 230 million acres 

°* mu, cro PP e( l P er year the means of irrigation are 
available to only 55 million acres which is rather in¬ 
sufficient The Government canals and the wells still 
remain the popular source of irrigation water though 
tanks and ponds of the village are also utilized for 
the purpose. The system of lifting water varies from 
locality to locality yet the common features are its 
crude nature and wasteful result. On the whole 
Indian agriculture still largely depends on vagaries 
ot the monsoons and continues to be a losing business.* 

55. Labour.— Agricultural labour is supplied 
by the cultivator assisted by his family and 
the farm labourers. The small cultivator usually 
performs agricultural operations himself and only on 
special occasions like weeding and harvesting' he 

disn nsable 0r Th^- d th<? , farm labo »>'^ are "n- 

favourably with foreign cultivator in matters ?f 

men? and 6 bold cul trvation, efficient manage- 

“y competent nh5 PnSe ' Thou * h he is recognized 
possesses toW,hi ^ ? a , ? ood husbandman and 

formation o^imWio? * Capital in In,lia ’ for further in- 
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a victim of circumstances. Lack of education ex¬ 
plains his ignorance which sustains his conservatism 
and strong attachment to the primitive art of culti¬ 
vation. He is slow to learn and realize the necessity 
and economic advantages of scientific means of agri¬ 
culture, and as a consequence suffers from inefficiency 
of management and inevitable poverty. His greatest 
need is not mere literacy but real education capable 
of changing his entire outlook on life and agriculture 
as business. He must shake off his inertia and help¬ 
less contentment in poverty and should be educated 
to desire and strive for an improvement in his material 
conditions. Leaving fate to take care of itself, he 
should adopt the principle of effort and enterprise and 
derive the best he is capable of from land. Along 
with such an education, the introduction of medical 
and public health services should help him to main¬ 
tain better health and work longer and harder witn 


brighter prospects. . 

The efficiency of the farm labourers is still lower. 

Unlike the farmers, they have no personal interest m 
land and hence no incentive to work as honestly ana 
efficiently. Their appalling poverty forces them to 
remain ill-fed, ill-clad and illiterate and on “e 
whole, lead a sub-human existence Their h as 
has been growing and as a result their p 
been deteriorating. In 1921 they averaged at 291 

per 1,000 cultivators, but the 193 , 1 A . cen ® 1 nOOculti- 
their number having increased to 407 per 1 . j 

vators. In the face of abnormal growth of rural 

population without there being any extension l 
area under cultivation, and due to transfer of the 
fields of the farmers to their creditors in> »eu ot 

debts, the number of landless labourers as , j 

their wages in the country-side, but also * the 

serious problem of floating unskil . * unemploy - 

towns which those labourers visit in times of u P y 
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ment on land. They are disorganized and suffer from 
all the handicaps to which the cultivators are sub¬ 
jected, and will equally benefit from the remedies sug¬ 
gested for the betterment of^the latter. 

§ 6. Organization. —As referred to above, illi¬ 
teracy is the greatest evil responsible for the primitive 
art of cultivation and generally inefficient organiza¬ 
tion. The pressure of population on land has result¬ 
ed m sub-divided holdings ,* too small to secure a 
farmer’s family even ordinary comforts of life. On 
top of it, they are fragmented and> scattered over the 
village area, a feature which leads to the waste of 
time and labour of the cultivator. Attempts have 
been made with some success in certain provinces to 
consolidate the holdings yet the illiteracy and con¬ 
servatism are hindering the fulfilment of this objec¬ 
tive. Commercialisation of crops in place of food 
crops is now more widely taken up with better returns 
to the cultivator but he is not yet experienced enough 
to adjust his area and crop to the changing needs of 
the market. For example, the establishment of many 
sugar factories in U. P. made it profitable to grow 
sugarcane and the farmers rushed its introduction 
rather too fast with the result that now they produce 
more cane than can be crushed by these factories, 
and but for the Government fixing a minimum price 
of cane, their condition would have been pitiable. 
Another urgent need of the farmer is supply of cheap 
capital. He is already in heavy debt and goes on 
adding to it but has to pay exorbitant rates of 
interest which reduces the profits from agriculture 

self benefitS hlS credltors more than the farmer him- 

. | ^• Marketing facilities. —These are very nn - 

"tf a a C ° ry ' • Jhe fanner is ignorant of market prices 
while as an individual bargainer he is at a distinct 


* See chapter on Rural Indebtedness. 
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disadvantage. Moreover, due to poverty and lack of 
credit facilities he cannot afford to wait till the prices 
become more favourable. Consequently he is forced 
to sell his goods when their supply is plentiful and he 
receives low prices. The* Co-operative Sale Societies 
can render much useful service yet in the absence of 
standard grades and uniform quality of the produce, 
their task is rendered difficult. The office of the 
Agricultural Marketing Adviser to the Government 
of India working with the Marketing Officers through¬ 
out the country has been collecting the prices (both 
‘ready’ and ‘futures’) of stocks and movements of 
some of the principal crops like wheat, linseed and 
rice, and broadcasting them every week from the 
All-India Eadio Station, Delhi. But this scheme has 
proved of little benefit to the poor and illiterate culti¬ 
vator who can neither read a newspaper nor can 
afford a radio set. Even where under rural develop¬ 
ment schemes the villages have received radio sets, 
apart from their educational and entertainment value, 
they have proved of little commercial service as the 
market rates broadcast refer to wholesale prices reign¬ 
ing in distant markets and do not relate to the town 
markets in the neighbourhood where the villagers sell 

their produce. 

The most successful way to help the 
realize better prices for their produce will be tor tne 
Co-operative Societies or some other organization 
lend them short-term loans for 4—8 weeks, out ° 
which the farmers could meet their liabilities UKe 
lent, interest and taxes, and wait for prices to rise 

and thus clear more profits. From this rea “ za ^ 1( ?, 
the short-term credit with the interest due on it couia 

easily be repaid. . nnn art. 

‘8 8. Central Agricultural Marketing De P a V* 

men t'.—The Marketing Scheme was introduced 
January 1935 for a period of five years. It was later 
joined by certain Indian states (200) also which ap 
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pointed whole time marketing officers. Its task was 
to carry on marketing surveys and publish reports on 
the present system of marketing and suggest improve¬ 
ments in agricultural and animal husbandry products, 
(ii) to draw up grade specifications of important com¬ 
modities. Numerous surveys have since been publish¬ 
ed and many commodities graded. The grading and 
marking was being done at over 500 centres on 
commercial lines. During 1943 alone more than 
Rs. 549 lakhs worth of produce (ghee, eggs, hides, 
fruits, sugar, cotton, etc.) was sold under the Agmark 
as compared with Rs. 241 lakhs in the previous year. 


2. Cottage Industries 

In ancient times the industries of India were 
famous and their products enjoyed profitable markets 
Egypt, Greece and Rome. During the Middle 
Ages, India used to export muslin, shawls, linen and 
calico, jewellery, embroidery works, perfumes, sandal¬ 
wood and its oil and several articles of excellent 
workmanship. Even as late as the beginning of the 
nineteenth century the textiles of India aroused the 
jealousy of producers in England who were forced to 
protect their industries by imposing high duties on 
Indian goods. Most of these industries were centred 
in big towns and cities where they flourished under 
the patronage of kings, princes and their courts, like 
the ivory and zari work of Delhi, marble work of 
gJ*a, of Kanauj and inlaying of arms in many 

states in Rajputana. These urban industries were 
consequently well organized. In the rural area too 

nil' nw* 8 T U - like handloom weaving, 

Ht Pr r mg ’. dyemg - a ? d the like > but th eir organize 

ton was not so satisfactory, nor their products so 

thpsJ* Whift a,USeS °* decline.— (i) Prosperous though 
these industries were, they could not withstand the 

competition from machine-made goods that began to 



316 


FIRST PRINCIPLES OF ECONOMICS 


pour into India since the middle of the last century. 
The Industrial Revolution in England had introduced 
an era of machinery run with power and had reduc¬ 
ed the cost of production. Though the articles manu¬ 
factured were poor in quality and drab in design, they 
were cheaper than hand-made goods of India, and 
suited better the pockets of the average consumer who 
had been reduced to comparative poverty. 

(ii) The establishment of British power in India 
replaced the kings and courts but did not supply the 
patronage lost to Indian industries. 

(Hi) At the same time the European officers and 
administrators’ love for their homo products and the 
new Indian officials’ imitation of Western style forc¬ 
ing them to use foreign goods dealt a death-blow to 

Indian industries. 

(iv) The Indian cottage industry workers show¬ 
ed utter lack of enterprize, stuck to their old methods 
and old types of products, and made no attempt to 
adapt their articles to the changing requirements ot 
the market, its tastes and fashion. Though the> 
revived to some extent during the Great War when 
foreign competition was weakened, and during 
swadeshi movement in 1906-07 and 1930 32, iey 
are at present struggling for their existence, an 

have lost their former excellence and im P 0 ^ ance :. 

s 10. Typer of Cottage Industries.— The cottage 

industries can be classified under two main 
heads : 

(1) Small village industries, as subsidiary to 
; agriculture, that can easily be taken up by 

farmers in their leisure time, like mat and 
tat patti weaving, rope and iiasxet rnaKing, 
gur making, hand spinning and band weav¬ 
ing, cocoon rearing, poultry farming 
sheep rearing. 

(2) Village and town crafts of small-factory 
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type to be taken up as independent occu¬ 
pations like leather tanning and shoe mak¬ 
ing, oil-pressing, poultry and pisciculture, 
pottery, earthen, wooden and soft toy 
making, bee farming, carpets and blanket 
making, silk thread and sari making, pre¬ 
paration of brass wares, wooden wares, 


enamelled wares, rice and flour milling, 
biris, cigarettes, soap, button and glass 
bangle making. 

Some of these industries are well esablished and 
have not only retained but also improved their posi¬ 
tion in spite of foreign competition. The village 
tanner and shoemaker is still the main source of 
supplies of shoes though Japanese and Bata shoes of 
cheap variety have captured a part of his market. 
The brass wares of Benares, Moradabad, Tanjore and 
Kashmir, and wooden wares of West U.P., Punjab 
and Kashmir are -still prospering, while the carpets 
of Bhadohi, Mirzapur, Agra, Amritsar and Bikaner 
are finding markets in foreign lands also. The silk 
weavers of Benares, Mau, Surat, Madura and Ludhi¬ 
ana have firmly established their reputation in the 
country while the handloom weaving has been adopt¬ 
ed as the national industry due to swadeshi movement 
sponsored by Mahatma Gandhi. In the villages the 
potter, the oilman, the blacksmith and the carpenter 
ply their crude crafts as, due to poverty and unprofit¬ 
able agriculture, no better type of goods are demand¬ 
ed nor supplied. But the other industries like button 
and soap makrng, etc., have not been extensively taken 

lonmpnf gh 18 c ? nsidera ble scope for their deve- 

r e ^nl he “S® 18 tFUe of mosfc of the tillage a nd 

toTvpHp^ nf Wh ° Se progress is ^mg retarded due 
to a variety of causes. 

§ 11.-—Handicaps and Remedies. fh THp 

fr ° m Which the craftsman 
is suffering is his ignorance both intellectual and 
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technical. The curse of illiteracy wide-spread as it 
is in the country, it affects the industrial worker much 
more acutely. Steeped in ignorance he plies his crafts 
in the old crude ways and does not realize the neces¬ 
sity of introducing new technique, appliances and 

designs in his art. _ . ... 

The facilities for imparting technical training in 

various arts and crafts are more scanty than those for 
general intellectual development. A dozen industrial 
schools and a few weaving centres in such big pro¬ 
vinces as the Punjab and the U. P. cannot but fail to 
solve the problem of technical inefficiency, nor can the 
introduction of toikli (hand-spinning) in primary 
schools do more than satisfy the curiosity of the young 
student. The skill of the craftsman is the result ol 
the traditional training in the rudimentary forms 
and parental guidance given from time to time m the 
course of various processes undertaken by the elders 
in the family. It cannot enable him to keep pace 
with the revolutionary changes being introduced in 
industrial craftsmanship in those countries whose 
imports compete with our indigenous products. 

A wide-spread general education supported wit 
technical training is the only remedy, while later on 
the craftsman should be kept in touch with the latest 
improvements by means of papers and magazines, 
demonstrations and exhibitions organized from time 
to time by industrial concerns and local and prov 

Cml °(2) The second great handicap is the want of 
capital or cheap credit. As the matters stand, an aiti 
sail depends upon the rural or urban mahajm for the 
supply of capital for which he has to pay a ^ 
rate mounting up to 100/„, 01 ne dohu , to 
material from the kothiwalas or the big[ 
whom he undertakes to se 1 the finished g 
naturally receives a price lesser than what hecou 
realize by selling his wares independently in 
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market. Or, he may receive credit at a reasonably low 
rate from- an artisan’s cooperative society where there 
exists one, but unfortunately such societies are few and 
their services seldom utilized. On the whole, there¬ 
fore, the artisan has to pay dearly for the supply of 
credit. 


( 3 ) The next problem is that of buying the raw 
material and the tools and instruments. Here again 
he fails to buy cheaply in the absence of any organized 
collective effort on his part and is content to secure 
the material of indifferent quality available locally. 
The tools and instruments employed by him are the 
true copies of those used by his ancestors centuries ago. 
If he wishes to get improved tools often he has to buy 
those imported from foreign countries which are ex¬ 
pensive to purchase and at times difficult to repair. 

This problem of capital can be solved by the es¬ 
tablishment of workers’ cooperative societies both for 
the supply of cheap credit and the collective purchase 
of raw materials and tools and implements. A^ain, 
the activities of institutions like, those of the Indus¬ 
trial Financing Corporation should be popularized 
more and more and brought to the knowledge of the 
cottage-industry workers whose needs and require- 
ments should revive preference and consideration. 

, r! a ^ °l facilities is another 

drawback. If the handicraftsman is attached to a 

merchant who supplies him the raw material and in 

turn purchases the finished article, he is reduced to 

the level of a mere wage-earner and gets merely sub- 

man nC Vvef S h X*" the pi '° fits 8° to this middle¬ 

p r rt r LW r sources ’ he fails to ie ^ ize s°° d 

ers Md bL P °t UCt f m competition with other work- 
to advertife brt an d • ®?\ ng P °? r ’ he cannot afford 

sr? "X ‘i th sx»"r 

therefore, is not only that of retaining the old and 
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creating new markets for the handicrafts but also 
setting up organizations that will assist the worker to 
buy cheap and sell profitably. 

This can be achieved either by workers forming 
Artisans’ Cooperative Societies to buy and sell collec¬ 
tively and wholesale, or better by the Governments 
supplying raw material or credit through their Indus¬ 
tries Departments and marketing the produoe through 
their sales organizations like the Arts and Crafts 
Emporium. In any case, the middleman must be eli¬ 
minated if the worker, is expected to receive full remu¬ 
neration for his skill. 

(5) The governments of provinces can assist the 
cottage industries in several other ways too. They can 
organize shows and exhibitions that are the best means 
of advertising and popularising cottage-industry pro¬ 
ducts; they can keep the industrial workers in one 
part of the country fully posted up with the develop¬ 
ments taking place in different parts of the country 
and even foreign countries; their overseas trade com¬ 
missioners can help ( by advertising and pushing e 
sale of Indian wares in foreign markets; and the local 
and provincial governments can patronise the cottage 
industries by making it compulsory for their depart- 
ments to purchase the products of these industries in 
preference to foreign or mill-made goods to meet thei 

departmental requirements. 


EXERCISES 

1 Describe the methods followed and the impleine 
use d by the Indian cultivator. What improvements would 

you suggest? _ . , 

2 “One of the greatest handicaps of Indian agricu }j 

hire is the endless snhdmsinn andLdh^tftothe imfn'.ee- 
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3. Consider the problem of -bsidiary “ 

« in Indio. 

4. Examine the f eS ^ at °^asnrT^m!^ ah'eadf' ta 

taken Section by the State and with 

quences? What further improvements can you 

* Describe the moneylender and his system and account 

UtSS to 

improve his economic position? 

6 “Industrial development is India’s urgent J iee( \ J* 1 
present• but it should not be allowed permanently to over- 
shadow’and stunt the growth of agriculture. Cummei . 

7 What led to the decline of cottage industries in 
India? Mention the handicaps under which they gutter a 
present, and suggest remedial measures to improve the state 

of affairs. 

8. In what different ways has the State e°nie to the aid 

of Indian agriculture and rural industries? M hat other 

suggestions by way of improvement have you to make. 

9 India has a fertile soil, good rainfall, plentif ul 

supply of labour and no lack of capital. How will yo 

reorganize agriculture so as to inercase agricultural produo- 

tion in India? 
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CHAPTER XII 


RURAL INDEBTEDNESS 

Rural indebtedness is at once the cause and the 
result of India’s defective agricultural economy. As 
the debts owed by farmers are heavy and the interest 
on them excessive, a major part of the agricultural 
produce is taken up in paying these dues and the 
cultivator is left with too little to support himself and 
his family from season to season. Naturally he takes 
recourse to additional loans and thus weakens his 
position still further. 

The rural debt was estimated to be between 
Rs. 900—1000 crores by the various Banking Enquiry 
Committees in 1930. Since then it has considerably 
increased due to unprecedented fall in prices of agri¬ 
cultural produce as a result of economic depression. 
While the prices went down by as much as 50% most 
of the farmer’s money liabilities, as rent, interest and 
other expenses, remained at the old high level. The 
deficit had, therefore, to be met from past savings and 
gold and silver ornaments, and, after the exhaustion 
of these, from fresh borrowings. As a consequence, 
the indebtedness of the countryside has risen to a new 
record figure of Rs. 1200 crores. That this is a huge 
amount, can be gauged from the fact that the ngu 
of Rs. 1200 crores is more than 35 times the annua 
revenue from the entire land in the country. 

Causes 

The causes of this persistent evil can be grouped 
under these heads : (1) agricultural those that are 
peculiar to this industry and can be traced to 1 
tive organization: (2) economy « TOr wh^ the 
farmers can have little or no control, and (3) 

322 
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S l Agricultural Causes.- (i) Sub-division and 
fragmentation of holdings .—The holdings or areas ol 
bmd owned or cultivated by the farmers, are being 
broken up into units too small to be profitably culti¬ 
notf provide ^sufficient scope for profitable investment 

of the labour and capital that a farmer s family can 
command. The average holding in U, P. «; only 2 5 
acres. Of various estimates of economic holdings the 
min imum has been fixed at 5 6 acres and judging even 

with this standard more than 56% of holdings in U .T. 
are decidedly uneconomic. To make the matters 
worse, the land cultivated by the farmer is not held 
in one compact block but is fragmented or scattered 
over the village area in small pieces of different dimen¬ 
sions. As some are situated near and others far 
away from the abadi , the farmer cannot satisfactorily 
look after all of them. Moreover, carting of manure, 
conveying of irrigation channels and passage of bu - 
locks, etc., to these scattered plots involve crossing 
the fields of others and give rise to altercation and 
law-suits. The farmer cannot possibly manage to sink 
wells or prepare embankments in all these plots, nor 
can he adequately arrange for the protection of crops 
against wild animals and pilferers. Cultivation is, 
therefore, inefficient and the produce meagre. 

Consolidation of holdings is the only remedy to 
remove the evil of sub-division and fragmentation. A 
fine example has been set up in the Punjab where over 
a period of 6 years from 1929 to 1934, 645 Consolida¬ 
tion of Holdings Societies helped in consolidating 
350,193 acres of land and reduced the number of 
blocks from 592,862 to 102,427, thus increasing the 
average area per holding from ‘59 acre to 3-4 acres. 
What has been done in the Punjab can be achieved in 
other provinces also, only if the man behind the plough 
is educated to realize the benefits of self-help and 
cooperative action. But in order to prevent these 
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holdings from breaking up in future, steps will be 
necessary to make the consolidated holdings indivi¬ 
sible eitner by applying the law of primogeniture 
according to which the eldest in the family should 
inherit them, or a member succeeding to them has to 
compensate other claimants for their share in the 


family landed property. 

(li) Insufficiency of irrigation .—Insufficiency of 
irrigation is another cause of low productivity of 
agriculture. Apart from 50 million acres of land 
provided with artificial means of irrigation, the rest 
of 230 million acres has to depend entirely on vagaries 
of the monsoons. An average of 45" rainfall would 
have been adequate, but its range from 5" to 470" is 
very unhelpful. Moreover, it is precarious and un¬ 
evenly distributed over the rainy season. Thus the 
unprofitable character of agriculture can be attribut¬ 
ed to lack of adequate facilities for artificial irriga¬ 
tion more than anything else. A bold and extensive 
scheme for the construction of canals, and more 
specially wells, will be the only dependable insurance 

against the risks of insufficient rainfall. 

(iii) Art of cultivation .—The art of cultivation 

adopted in the country is the primitive one. The use 
of ancient types of tools and instruments may prove 
the farmer’s unchanging faithfulness to tradition, but 
it pays little compliment to his intelligence and entei- 
prise. Conservatism in our custom-ridden country dies 
hard and in spite of a quarter of a century s propa¬ 
ganda by Agricultural and Cooperative Departments, 
only an insignificant progress has been made in l re¬ 
placing the old instruments by the improved variety. 
Conservation of farmyard manure is not genera_ y 
practised, the use of compost manure is a novelty, 
while the serious loss is allowed to continue tw usin 
cattle dung as fuel. The practice of leaving the land 
fallow results in several million acres 
left uncultivated during the year when the adoptio 
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T v e fi rst i s that agriculture is treated moie as 
a sour Jof Uving or ‘a mode of life’ than a business 
intended to yield"greater and richer monetary income. 
The cultivator ha! to make money payments for rent 
interest and wages, and these c^st h" ve than h s 
maintenance as a consumer. His objective, tneie 
fore should be the cultivation of commercial crops 
brine him high price rather than food crops direct y 
sunolvino- him food grains. In the latter case he ca 
grow sufficient on wfich to live yet to meet the money 
liabilities he has to depend on borrowing and his in 
debtedness increases. The tendency l o.produce com¬ 
mercial crops has recently been evident in U. r. where, 
following the development of sugar industry,' sugar¬ 
cane cultivation has been undertaken extensively 
Yet apart from feeding such big industries, the 
villagers in the neighbourhood of big towns and cities 
can conveniently take to market-gardening and truit- 
culture and add to their income. The inefficiency 
arising from uneconomic holdings can, to a greaX 
measure, be overcome by a more intensive and scienti¬ 
fic cultivation and in this respect the example of the 
farmers of China and Belgium, who labour under 
similar handicap, can profitably be followed. 

(iv) Marketing of agriculural 'produce is an¬ 
other problem which remains to be solved. The pre¬ 
sent system of the disposal of produce by the farmer 
is very defective. The farmer sells the produce either 
to the village grain-dealer who often happens to be 
his creditor and takes advantage of his position in 
fixing the rates that are unfavourable to the farmer; 
or the produce is collected by a purchaser from the 
neighbouring town, who profits by the farmer’s 
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ignorance of rates prevailing in the town market. 
Moreover, he is induced to sell his grain in his village 
at a reduced price in order to escape the trouble and 
expense of transporting it to the town and the risk of 
fluctuating prices there. As soon as the harvest is 
ready, demands for rent, interest and taxes are press¬ 
ed on him and compel him to dispose of the produce 
at a time when due to augmented supplies the prices 
are generally lower. He thus clears less money from 
the sale of the harvest than he could manage to earn 
if he pooled his stock with others and sell it on co¬ 
operative lines, or he could be enabled to withhold 
his supply till the conditions in the market are more 
favourable and prices higher. This is possible only if 
some organization could advance him cheap short¬ 
term credit on the security of his stock to meet his 
money obligations, and realize the dues after the sale 
of the produce. 

§ 2. Economic Causes. — (i) Lack of subsidiary 
industries .—Agriculture has been shown to be a losing 
business and the prospects of earning any additional 
income cannot improve in the absence of subsidiary 
industries that the farmer could take up along with 
farming. He has ample time—agriculture providing 
employment for only 7 months in a year--and cheap 
raw material is available in the village while there is 
convenient market in the neighbouring towns. Yet 
subsidiary work like spinning and weaving, rope, 
basket and mat-making, wooden and soft toy-making 
has not been taken up due to lethargy, lack of initia¬ 
tive and enterprise, insufficiency of tools and instru¬ 
ments, and finally the false sense of prestige based on 
the caste system. It may well be noted that the 
Japanese toys, mats and matches, German chemica s 
and Swiss watches are the products of domestic in¬ 
dustries. There is no reason why simpler aruc 

mentioned earlier should not be P™ d *? ed 
villages. It is encouraging to note that the pro D 
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sive Dolicv of the U. P. Government is bringing within 
the region of practical possibility an extensive deve¬ 
lopment of rural industries by means “^nd eastern 
cheap electrical motive power in western and eastern 

districts, by establishing an industrial bank to exte 
the necessary financial help, and by the organization 
of marketing facilities for industrial products. 

(iil System of usury .—The wicked system of 
usury is largely responsible for the perpetuation of 
indebtedness in the countryside. Extreme necessity 
arising from weak economic position foroes a villager 
to contract loans on exorbitant rates of interest whe¬ 
ther for productive or unproductive purposes, and 
once he falls into the cruel clutches of the village 
moneylender the debt becomes a legacy to posterity 
A borrower will be lucky to get loans at 18% interest 
on good security though on unsecured loans the rates 
rise up to 75% and at times exceed that limit. 
With agricultural incomes at such a low level, the 
farmer sinks deeper in debts and contracts new and 
more unfavourable loans to get rid of the older ones. 
In U. P. the Usurious Loans (Amendment) Act and 
the Agriculturists’ Relief Act of 1934 have drastically 
reduced the rates permissible by the courts with re¬ 
trospective effects since 1917, yet the debtors have 
as yet received little relief while their credit in the 
market has gone down. It may be suggested here 
that the best facilities for the supply of easy credit 
can be provided by the cooperative societies and land 
mortgage banks tne development of which will go a 
long way to solve the problem of rural indebtedness. 

(iii) Rent and revenue system .—The payment of 
rent and revenue in terms of money introduces enor¬ 
mous risk in the village economy. In the first place, 
the determination of rent and revenue for the settle¬ 
ment period of about 30 years cannot possibly make 
allowance for the abnormal changes to which agricul¬ 
ture in India is specially liable; and secondly, even 
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when remissions in revenue are granted by the Govern¬ 
ment to the zemindars, their full benefit is not passed 
on to the cultivators. In the present money economy 
the payment of rent and revenue in kind will upset 
the entire Government budget and thus be considered 
impracticable, yet a plea to vary rent according to 
changes in the price of agricultural produce accom¬ 
panied with adequate and prompt remissions in times 
of famine and scarcity will greatly relieve the culti¬ 
vators who will not be compelled to borrow money for 
the payment of agricultural dues. 

§ 3. Social Causes — : (i) Growth of population. 
—An excessive growth of population is increasing its 
pressure on land which is the only source of subsist¬ 
ence to the villagers in the absence of additional 
source of income from cottage industries. Unluckily 
there is no proportionate improvement in the art of 
cultivation and the result is that the yield from land 
per head of its dependants is falling and their stand¬ 
ard of living is being lowered. On the other hand, an 
increased population has led to a higher demand for 
land and higher rents which now equal or exceed the 
economic surplus. There is no wonder that the far¬ 
mers are living upon their capital and upon the loans 
contracted for consumption purposes. 

(ii) Extravagance .—Extravagance displayed by 
them on social occasions like births, deaths and mar¬ 
riages, also contributes to their indebtedness. Indian 
farmers are very frugal—they cannot afford to be 
spendthrift in the face of such low incomes, but are 
so custom-ridden and, being ignorant, attach such an 
undue importance to social dignity that on specia 
occasions they will not hesitate to borrow loans 1 
their savings are insufficient to meet the expenditure. 
The pernicious system of dowry, in addition, has 

proved the ruin of many a prosperous cultivator ana 
zemindar. Most people realize the evil consequences 
of these harmful customs, yet few have the courage 
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openly to protest against them. The spread of 
educaion and a vigorous propaganda by educated 
youngmen who may be willing to set personal exam¬ 
ples are the only means to eradicate these social evils. 

(iii) Litigation .—It is too much to say that the 
villagers love to indulge in litigation, yet it is beyond 
doubt that the extent to which they depend on the 
courts for settling their disputes is not good for them. 
It involves loss of time, money and dignity, and pro¬ 
tracted law-suits necessitate heavy loans to finance 
them. Houses and land are mortgaged and often 
change hands and yet the repeated visits to the courts 
do not seem to give the litigants satisfactory solutions 
of their problems. A little spirit of accommodation 
shown to neighbours will often prevent many petty 
complaints, while for the settlement of major disputes 
the institution of village panchayats with wide powers 
will prove most helpful and economical. 

(iv) Ill-health .—The ill-health of the ryots is 
yet another factor responsible for rural indebtedness. 
The best services of medical and public health depart¬ 
ments have been reserved for the towns and cities, 
while there will hardly be a couple of dispensaries for 
the entire village areas in a district. The district 
boards seem to be concentrating on primary education 
with almost complete indifference to public health 
duties as is evident from a mere pittance of expendi¬ 
ture alloted to them- Private medical practitioners 
including even those born in villages establish their 
practice in the towns in the hope of lucrative career, 
while the village-folk are left to their quack remedies 
and silly concoctions. Small-pox and cholera in 
summer and malaria and influenza in the rainy season 
stalk the countryside and deprive the farmers of many 
valuable days when their services are most needed on 
the fields. In addition, their livestock, the cultiva¬ 
tors’ most precious possessions, fall victims to vari¬ 
ous cattle diseases and perish in great numbers in the 
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absence of veterinary facilities. A high percentage 
of their debts as shown by loans from cooperative 
societies are contracted for the replacement of bullocks 
and other cattle. 

The above discussion is not exhaustive. The evil 
of indebtedness is acute, deep-rooted and all-pervad¬ 
ing. It is the result of a variety of causes; the remedy, 


-yLxpences on 
^/marriage, birth, 
death, religious 
eremony and 
several conven¬ 
tional 
aries. 



likewise cannot be a simple one. The question of 
indebtedness is the problem of In . dia ° P ° V ®^ t - n ker- 

ing^here. Whik dealing with the caus^ above 
cofresponding remedies have been {Jaxdly 

and in isolation. A plan is needed to fight this cur 
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of the countryside, a plan intelligent, comprehensive 
and far-reaching in its application, that will aim not 
only at the liquidation of present indebtedness but 
also at the removal of all chances of its reappearance, 
that will recognize the entire economic structure to 
guarantee a substantial income to the villager, and 
educate him economically and socially to the necessity 
of leading a less extravagant and more efficient life. 

§ 4. War and Indebtedness.—Has the recent 
War seen the reduction in the indebtedness of the 
Indian farmer? Certainly, yes. The most important 
feature of the war was an enormous rise in prices to 
above three times their level in 1938-39, and the 
farmer took full advantage of these favourable condi¬ 
tions to earn most and pay up his debts as best as 
he could. The conditions of production remained 
stationary as chemicals and tools and instruments 
were not available nor was any need felt by the farmer 
when prices were soaring. Due to conditions totally 
beyond his power, the farmer had a windfall and his 
money income increased three fold. A considerable 
portion of it was undoubedly taken of in purchasing 
the necessities of life, other than food, contributing 
to the saving drives and buying silver and gold even 
at a price level never before touched by these precious 
metals. Yet there was sufficient left over, and those 
intending to wipe off old debts had enough means to 
do so. The actual degree of indebtedness of the far¬ 
mers will be known after a thorough survey when 
normal conditions return but it can be said with 
justification that the amount of indebtedness has 
been appreciably reduced. 

Yet this is only a temporary feature of the 
credit condition of our farmers. The causes res¬ 
ponsible for the pre-war debts still persists and ex- 

travagance and litigation are on the increase. 

Marketing has slightly improved but other factors 
grouped under Agricultural, Economic and Social 
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heads earlier in the chapter are still there and 
there is a radical improvement with regards to 
these, the farmers are bound to waste their accumulat¬ 
ed savings in the years to come and relapse into their 
original extent of indebtedness. As a matter of fact 
the danger is that the economic depression that will 
most probably follow in the wake of the present boom 
in the country may leave the farmers much worse off 
than they were before the war started. 

EXEECISES 

1. What is the approximate amount of rural indebted¬ 
ness in India? Explain why you regard it as a serious evil. 

2. What are the causes of rural indebtedness in India? 
What steps have been taken so far for stamping out the evil? 
Have you any suggestions to offer in this connection? 

3. Describe the part played by the village moneylenders 
in India’s credit system. Could India’s crops be brought to 
market without their help? 

4. Discuss the value of cooperative credit societies as 
a means of relieving India’s agricultural indebtedness. Why 
does not the replacement of loans from Maliajans, by loans 
from Cooperative Societies proceed faster? 

5. Write out a list of questions you would ask from a 
cultivator to find out all about his indebtedness at different 
seasons, and also the answers which you think an average 
cultivator would give. Hence say how to calculate Ins in¬ 
debtedness. 
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1. HINTS ON WRITING ESSAYS 

Before attempting to write an essay on any 
topic, students should prepare an outline for tneir 
guidance. For instance, if they have to write an 
essay on ‘Rural Indebtedness/ an outline of the fol¬ 
lowing type will prove to be of much assistance. 

Rural Indebtedness 
Outline 

Introduction. —Rural indebtedness is at once the 
cause and consequence of our defective economic 
structure. The evil is at the same time steadily 
growing. 

Causes —Of the numerous factors, the more im¬ 
portant ones, are classed in three groups:— 

1. Agricultural. —(i) Excessive sub-division and 
fragmentation of holdings render agriculture less 
productive, (ii) Lack of irrigation facilities forces 
agriculture to depend on vagaries of monsoons and 
thus renders it precarious. (Hi) The art of cultiva¬ 
tion is primitive and unprogressive; the farmer is ig¬ 
norant of scientific cultivation, (iv) Marketing faci¬ 
lities are insufficient and defective. 

2. Economic. — (i) Due to lack of subsidiary 
industries the farmer is deprived of every chance of 
adding to his income from farming, (ii) High rate 
of interest snatches away a considerable portion of 
agricu tural produce, (in) Money rents unmitigated 

y prompt and adequate relief and remissions in 

of P°? r / ield and low prices, leave mighty little 
for the maintenance of the cultivator and his family. 

prM ” pc £ octa l —(*) rapid growth in population in¬ 
creases its pressure on land and reduces individual 
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income as no improvement in productive efficiency 
accompanies it while the rents have a tendency to 
rise, (u) Expenditure on conventional necessities is 
often obligatory and extravagant. (Hi) Resort to 
litigation results in all-round waste without stable 
solution of disputes, (iv) Absence of medical and 
public health services and veterinary facilities is res¬ 
ponsible for diseases and deaths among farmers and 
their livestock with attendant expenditure and loss. 

Remedies. —To fight the evil is needed a compre¬ 
hensive plan of economic development and social re¬ 
form, details of which are to be given. 

(N.B .—Throughout the essay the basis of dis¬ 
cussion adopted should be that any factor, that re¬ 
duces or limits a farmer’s income, or increases his 
expenditure and adds to his liability, leads to poverty 
and to indebtedness.) 

With a view to ascertain the extent of a persons 
indebtedness, it is necessary to know his income and 
expenses, in other words, to know his budgets of pro¬ 
duction and consumption. The process of collection 
of information regarding the consumption budget 
having already been given, a specimen of a culti¬ 
vator’s production budget is given below so as to 
acquaint the student of the type of a production 

budget. 

2. Cultivator’s Production Budget 

Raiaram Singh is a resident of Pratap 
Post-Office Shivapur, District Benares. He is 38 
years old, married, and has 2 sons of 15 and 3 years. 
His widow mother of 57 lives with him. . Ra 3 a r a ® 
passed the Vernacular Final Examination m 
and after serving in old jobs in the city of Benares fo 
5 years, he finally settled down to cultivation, -tie 
intelligent and resourceful and has no preju i 
against personal labour on his field. He 1S an , 
pancy tenant of his plot of 4 bighas of arable a 
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It enjoys the facility of canal irrigation, though the 
level of the land being high, canal water has to be 
lifted. 

The budget relates to the Rabi season :—Novem¬ 
ber 1937—April 1938. 

I. Processes and wages— 


Processes 

Period 

of 

work 

Labour 

employ¬ 

ed. 

Wages 

Remarks 

Ploughings (Thrice) 
Levellings (Thrice) 
Sowing 

Irrigation (Twice) ... 

Weeding. 

Heaping ... 
Thrashing... 

9 days 

2 days 

2 days 
10 days 

4 days 

2 days 

5 days 

• • • 

• • • 

• • • 

2 men 

2 women 
2 men 

I man 

• • • 

• • • 

3-2 0 
1-0-0 
0-10-0 
0-12-0 

Outside labour 
is engaged 
for some of 
the processes. 
Rajaram and 
his son also 
work with 
the labourers. 

5-3-0 


II* Depreciation and repairs— 


Total and 
Instrument 

Cost 

Life 

Depre¬ 

ciation 

and 

Remarks. 




repairs 


Bullocks ••• 

Plough 

Levelling beam ... 
Yoke 

4 Rhurpis. 

6 Baskets .. 

Ropes and others . 

40-0-0 

2-8-0 

0-8-0 

1-4-0 

0-12-0 

0-6-0 

0-2-0 

10 yrs. 

4 yrs. 

8 yrs. 

4 yrs. 

4 yrs. 

1 yr. 
i yr. 

2-0-0 

8-0-0 

0-5-0 

0-2-0 

0-0-6 

0-2-6 

0-1-6 

0-1-6 

0.3-0 

0-2-0 

Feeding charges 
for salt and 
oil cakes etc. 

For reshaping 
the blade 

Sharpening and 
replacing of 
a handle. 


45-8-0 

i 

11-2-0 
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III. Raw Material. —Seed 1 maund and 30 
seers at 10 seers a rupee cost him Rs. 7/-/-. Manure 
was mostly prepared by the cultivator though he had 
to purchase one cart-load from a neighbour for -/8/- 
Total raw material was worth Rs. 7/8/-. 

IY* Interest. —Rs. 7/- worth of seeds were 
borrowed and the interest for 6 months was at -/-/6 
per rupee per month, i.e. t Rs. 1/5/-. 

Y. Irrigation. —Irrigation water cost him 
Rs. 9/-/- at Rs. 2/4/- per bigha. Two men were en¬ 
gaged for assistance in lifting water. Their wages 
are included under Section I—Wages. 

YI- Rent. —Land is very fertile yet due to occu¬ 
pancy rights he has to pay only Rs. 3/4/- a bigha. 
For the season rent was, therefore, Rs. 6/8/-. 


YII. Produce Sold. 

A rticle 

Quantity 

Rate 

- - 

Wheat 

•Bhoosa 

37 maunds 

45 maunds 

12} sr. a rupee | 
50 sr a rupee , 


Value 


Rs. 118 6 6 
36 0 0 


Rs. 154 6 6 


* 50 maunds of Bhoosa was withheld for feeding the 
bullocks, and 4 maunds of wheat for home consumption. 

Marketing 

Wheat and Bhoosa were sold in Benares. Raja- 
ram had to hire a cart and his own bullocks earned 

it to the town in three instalments. 

Rs. a. p. 

Cart hire ... ... 1 8 0 

Octroi in Benares ... 3 

Bayai (Commission to agent) 

-/-/3 a rupee ... 2 

Incidental Expenses ... 0 


0 0 


6 

4 


6 

0 


7 2 6 
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PROFIT AND LOSS ACCOUNT 


Expenses 


Rs. a. p. 


1. 

W ages 

5 

8 

0 

0 

—• • 

Depreciation and 
Repairs 

11 

2 

0 

3. 

Raw materials . 

7 

8 

0 

4. 

Interest 

1 

5 

0 

5. 

Irrigation 

9 

0 

0 

6. 

Rent . 

6 

S 

0 

7. 

Marketing 

7 


6 

8. 

Profit ... 

106 

5 

0 


Total ... 154 6 0 


Income 

Rs. a. p 

Wheat ... ... 118 G G 

Bhosa ••• ••• 30 0 0 



Total ••• 154 0 6 


SUMMARY OF EXPENSES OF PRODUCTION 


Item 

Amount 

Percentage 
to total 

* 

Rs. a. p. 


1. Wages ... . 

5 8 0 

11*4 

2. Depreciation and Repairs ••• 

11 2 0 

229 

3. Raw materials 

7 8 0 

15-6 

4. Interest . 

l 5 0 

3*1 

5. Irrigation 

9 5 0 

18-7 

6. Rent 

6 8 0 

13-5 

7. Marketing . 

7 2 G 

148 


48 1 6 

4* 

100 % 


F. 22 












FIRST PRINCIPLES OF ECONOMICS 


Diagrammatic Representation 

of 

Expenses of Production. 


11*4 % 


22 9 % 


15-6 X 

317. 


187 X 


135 % 


14*8% 



Scales 

1' along Altitude=20 X 
1" along Base = Rs. 24 
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CHAPTER I 


EXCHANGE AND VALUE 


§ 1. Exchange defined —Under this depart¬ 
ment we study the lawful and voluntary activities of 
man whereby wealth changes hands, and ignore dis¬ 
honest means of transference of wealth as through 
swindling and theft. Exchange consists in changing 
the ownership of wealth or a transfer of wealth of a 
person to another in lieu of the other person’s wealth. 
Thus in exchange there are two parties both of which 
willingly undertake to exchange a commodity which 
one possesses for the commodity the other offers. If ^4 
offers out of his sweet will his book on Logic to B in 
consideration for B’s fountain pen, and B is also will¬ 
ing to have that book rather than keep his fountain 
pen, an exchange can take place. 

2. Kinds of Exchange. —Exchange may be an 
exchange by Barter or by Sale and Purchase. Barter 
is that type of exchange in which commodities are 
paid for in terms of commodities and money is not 
used as a means of payment. In Sale and Purchase 
goods are exchanged for money and not for other 
goods. The example cited above when a book is 
changed for a fountain pen, is an instance of barter. 
But when a stationer parts with a book on Logic for 
a students Rs.5/- it is exchange bv sale and purchase 
—sale from the side of the stationer and purchase 
from the point of view of the student. 

§ 3. The Conditions of Barter.— The above illus¬ 
tration brings out clearly the conditions essential to 
any a.et of exchange by barter. Double coincidence 

tw^ gln £, together of two persons each requiring 
what the other can offer or must be achieved. If A was 

was 1 « n fu ed n°V he /?u nt u' n pen that B could offer ’ nor 
was Z? m need of the book that A was offering no 

exchange would have been possible g ’ 

After this double coincidence has been secured 
the two parties have yet to compare the utility given 
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up in parting with the article possessed by each and 
the utility got on receiving the article offered by the 
other. If to each of them it means a net gain , ex¬ 
change takes place. Conversely, if an exchange has 
taken place, it should be understood that from the 
point of view of the exchanging parties it has been 
advantageous to both of them. 

§ 4. Gain in Utility by Exchange. —To see how 
exchange benefits both the parties at a bargain, let it 
be assumed that there are two persons, one having 
eight skins and the other having eight arrows. Also, 
let them be named S and A respectively. S desires to 
have some arrows while A desires to have some skins, 
and they propose to barter one commodity for the 
other. If the satisfaction which S will get by receiv¬ 
ing an arrow is more than the satisfaction that he will 
lose on parting with a skin, he will exchange; and 
similarly, A! will be willing to part with this arrow 
for a skin only when the satisfaction got on receiving 
a skin will outweigh the satisfaction he will lose on 

parting with the arrow. 

Suppose the following schedule represents the 
utility of the successive skins to S and that of the 
arrows which he expects to receive from A, and the 
utility of successive arrows to A and that of the skms 
he expects to receive from S. 


Units of skins 
or arrows 


Utility of 
skins to S 


Utility to S 
of arrows he 
expects to 
receive 


Utility of 
arrows to A 


Utility of 
skins that 
A expects 
to receive 
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When S gives away one of his skins, he loses 16 
units of utility, the marginal utility of 8 skins but 
by getting an arrow he secures 80 units of utility. 
The net gain being 85—16 or 69 units. The bai gai 
is advantageous to him. A gives away 37 units of 
utility on parting with his arrow, it being the marginal 
one, and gets 91 units of utility by securing a skin 
from S, and thus gains 91—37 or 54 units. The bar- 
gain is advantageous to A also. They will thus 
carry on exchange till 5 finds on comparison that on 
giving up the fourth skin he loses 46 units of utility, 
a loss which is just compensated by the fourth arrow 
he is getting to bring him 46 units of utility. Simi¬ 
larly, A gives up fourth arrow thereby losing 61 units 
of utility which is just compensated by the fourth 
skin he is getting to give him 61 units of utility. 
They will not go any further as it will mean a loss to 
both. To S fifth arrow means 36 units of utility for 
which he will be paying 58 units of utility by parting 
with the fifth skin counted from the bottom. Similar¬ 
ly to A , fifth skin will bring 53 units of utility but 
his fifth arrow will take away 71 units of utility. 

Here exchange has been advantageous to both the 
parties. S has given up 4 skins with a total utility 
of 16+25.+35+46 or 122 units and has secured 4 
arrows with a total utility of 85 + 69 + 57 + 46 or 257 
units, thus making a gain of 257 — 122 or 135 units of 
utility. On the other hand, A has exchanged 4 
arrows measuring to him a total utility of 37+44 + 52 
+61 or 194 units for 4 skins of a total utility to him 
of 91 + 80 + 70 + 61 or 302 units, thus gaining to the 
extent of 302—194 or 108 units. 

§ 5. Difficulties in Exchange by Barter.— 
(i) Difficulty of establishing double coincidence .— 
When people had no money, exchange by barter was 
indispensable but nonetheless inconvenient. The 
conditions of barter themselves have been responsible 
for great inconvenience to people. One can imagine 
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S carrying his skins on his shoulders and knocking 
about from door to door in search of a person who 
could offer him his arrows and at the same time would 
like to have his skins in exchange. What a waste of 
time and energy in bringing about this double coin¬ 
cidence ! 

(it) Want of a means of division and sub' 
division. —After the difficulty of double coincidence 
was overcome, there came up the great inconvenience 
faced by a person who had, say, a cow and wanted in 
exchange for it a dozen of arrows, a mat, some fruits 
and an article of dress. It was not easy for him to 
come across one who could supply him all his require¬ 
ments. If one such person could not be found, two 
or more could not serve the purpose by jointly meet¬ 
ing his requirements as all of them could not keep the 
same cow at the same time, and its limbs distributed 
among them would result in loss of value. Suppos¬ 
ing he found out another person who could offer him 
all he wanted, there was nothing to ensure that the 
owner of the cow got at least as much utility as he 
lost in the transaction. If he calculated the total 
utility of all the articles received to be equal to three- 
fourths of the utility of the cow, he could not possibly 
keep back a quarter for himself. Thus exchange by 
barter involved a loss of labour and time and some¬ 
times a loss of value to a party. 

(in) Difficulty of fixing the rate of exchmge m 
the absence of a common measure of value. —Last of 
all the parties had to face the difficulty of settling the 
rate at which exchange would take place. They had 
no common article in terms of which each could 
measure the value of his respective goods to be ex¬ 
changed. The only way, though indefinite, was the 
subjective consideration of the utility gained and the 
utility lost, but it was not always easy to do this. 
Utilities can be measured and compared with some 
degree of approximation if both the articles satisiy 
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similar wants like milk and orange, but not even such 
a successs is possible in the case of two commodities 
of widely different use as a hat and an orange. Some¬ 
times it was impossible to fix any rate of exchange. 
If one of the parties had only one unit of an article 
of great utility, and wanted in exchange for that thing 
several units of an article of a low utility, e.g ., a deer 
to be exchanged for arrows, a rate was out of question. 
The person possessing the deer could not compare its 
marginal utility he expected to derive from successive 
arrows ancL/uierefore, no rate could be fixed. 

§ 6.1/The Place of Exchange in Modern Econo¬ 
mic Life. —Benefits of Exchange .—-It will be impos¬ 
sible to overestimate the importance of exchange 
in modern economic life. The least that can be said 
is that exchange is indispensable today, and the 
prosperity and progress of economic effort amongst 

us determined by the efficiency of exchange organiza¬ 
tions. 


(i) Division of Labour .—In the absence of ex¬ 
change the division of labour could not be such a 
success as it is. Each individual specializes in the 
production of that article or that part of it for which 
ne is best fitted. Every nation, similarly, specializes 
in the production of that commodity for which it has 
the requisite resources. Thus the pVoductive efficiency 
of each individual and each nation is increased. 

• a v' E * chan g e also helps in the localization of 
industries because each region or country concentrates 

on the production of a particular commodity or a 

particular group of commodities rather than attempt- 
mg to make all the commodities needed by people 

regions kter P?** . U P trade 7 between 

C01 ^ ntries - T ^ us interprovincial and 
international trade prospers on the basis of exchange. 

- s P e . cl 1 allzatlon is sustained because of 

duc. C *ff enCe an individ ual feels that his pro¬ 

duce m excess of his own requirements will be ex- 
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changed for the produce of another individual which 
he himself needs. Therefore the resources of in¬ 
dividuals and, likewise, of nations are better utilized. 

(iv) Exchange increases the scale of production 
due to specialization and localization of industries, 
extends markets and equalizes prices over wide areas, 
thus distributing the benefits of industrialization 
realized in one region to the people inhabiting distant 


places. 

( v) Our wants are varied and are multiplying. 
It is neither possible nor profitable for an individual 
or a country to produce all its requirements. Ex¬ 
change enables them to get the requirements from 
others at a lower cost. 

§ 7. Value.—All economic goods have value or 
value is an attribute of wealth. By value of a com¬ 
modity is meant the power of its being exchanged for 
other commodities . It is measured by the quantities 
of other commodities that can be had in exchange for 
it. For instance, the value of a fountain pen may be 
a ton of coal, or two tea tables, or three hats and so 
on. But the best way to measure it is in terms # ot 
money because money expresses the value of an article 
definitely and concisely and removes the necessity oi 
remembering a number of ratios. Rather than esti¬ 
mating the value of a pen in terms of coal tables, bats 
and other commodities, it can simply be expre 
in terms of money and said that its value is Ks. */-- 
When the value of a commodity is expressed 

money, as above, it is called its price 

It should be clearly noted that value is lnerctaMy 
relative. The value of one commodity is always ex 

pressed in terms of another commodity, lbere 

nothing as intrinsically valuable; that is there^ 

thing inherently in the thing itself exchange 

value. Value should be understood only as excnang 

value or as value-in-exchange. value of an 

8 8 . Value of Money.—Just as the val 
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article can be expressed in terms of other commodi¬ 
ties or money, similarly the value of money can be 
expressed in terms of other commodities. The value 
of money is the quantity of a commodity that can be 
had for a unit of money. If a rupee purchases ten 
seers of wheat, its value or purchasing power is ten 
seers of wheat. 

The expression ‘value of money’ may also mean 
the face value or the intrinsic value of a unit of 
money as that of a rupee in India. Again, in the 
business world, value of money is often used to mean 
the rate of interest at which money is available. 

§ 9. Value and Utility.—(?) Value and Total 
Utility .—The value of a commodity has nothing to do 
with its total utility. None can deny that the total 
utility of a tumbler of water is great, much greater 
than that of a fountain pen; but while the fountain 
pen has such a high value water has almost none. 
On the other hand, a pair of spectacles that does not 
fit a person has no utility to him even as looking- 
glasses; nevertheless it commands good value in 
exchange. 

(ii) Value and Marginal Utility .—The value of a 
commodity varies with its marginal utility. It is 
high if the marginal utility is 'high, and low if the 
marginal utility is low. Free goods of nature like air, 
water and sunshine are so abundant that nobody cares 
to own them; their marginal utility is, therefore, as 
low as zero and hence their value'is nil. Economic 
goods, on the other hand, are not so plentiful as free 
goods. Their marginal utility is above zero; conse¬ 
quently they command value and people care to 
possess them. Of two economic goods one that is 
available in 'proportionately smaller quantity will 
possess greater value. For instance, if the people of 
the world like to have 1,000 units of gold of which only 
40 units were available, whereas their need for silver 
•was 1,000 units of which 800 units were available, 
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gold then would have greater value than silver. The 
value of wheat in times of famine rises over its value 
in normal years, not because wheat in famine years is 
more nourishing but because it is scarcer , that is, 
available in lesser amounts than the requirements of 
the people. 

EXERCISES 

1. How does exchange arise? Do both the parties, 
•whether individuals or nations, gain in utility by exchange? 

2. What is ‘‘barter”? Under what condition is it 
possible? Does this system still prevail in the locality from 
which you come? 

3. What are the conveniences of barter? How are these 
difficulties removed ? 

4. Define ‘value’. What is meant by the expression 
‘value of money’ ? Discuss all its possible meanings. 

5. Distinguish between ‘value’ and ‘price’. Can there 
be a general rise or fall in (a) values, (b) prices? 

6. How is value related to utility? Explain why the 
utility of each successive chapati differs with the hunger o 
the consumer, while the price paid for each of them does not. 
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DEMAND AND SUPPLY 

§ 1. Desire, Want and Demand.—As explained 
before, desire is a mere wish for a commodity without 
implying any idea of payment for the desired article. 
But want is an effective desire backed by both the 
means to pay and the willingness to pay. Thus the 
difference between desire and want is that while in 
case of desire the question of payment does not arise 
at all, in case of want the ability of the person to pay 
and his willigness to pay are both present though 
there is no definiteness about the amount of payment. 
A consumer having Rs. 50/- to spend, can certainly 
afford to pay for a hat and he may be willing to pay 
the reasonable amount for it but, because the idea of 
how much he would pay for it has not taken a con¬ 
crete and definite shape in his mind, it is only his 
want. As soon as he estimates the utilities of the 
hat to be, say, 100 degrees, measures them in terms of 
money, say Rs. 10/-, and offers this amount for the 
hat, his want has grown into demand. Thus demand 
implies, the offer of a definite amount of money for 
a certain commodity. J 

§ 2. Demand Defined.—Demand is the amount 
of a commodity a person is willing to purchase at a 
9 1 v e n price. If he is willing to buy 16 dozen mangoes 
at 9 annas per dozen, his demand is for 16 dozen 
mangoes at that rate. There can be no demand with¬ 
out price; therefore in expressing a demand both the 
quantity of a commodity and the price which the 
buyer is offering for it should be mentioned. 

8 d. Demand Price.—.The price that is offered 

t 0V a J e r tain commodity is called the 
demand price. In offering that price the purchaser 

349 




350 


FIRST PRINCIPLES OF ECONOMICS 


4 


is influenced by the marginal utility he expects to 
receive from tbe commodity and the utility of money 
he is about to part with for each unit of the commo¬ 
dity. This comparison between utility gained and 
utility lost is essential and the purchaser will not pay 
more than what the marginal utility of the commodity 
as worth to him in terms of money. If he is offering 
9 annas a dozen for 16 dozen mangoes, it should be 
understood that he expects to derive 9 annas worth 
of utilities from the 16th dozen of mangoes. 

§ 4. The Law of Demand—The law of demand 
states that the quantity demanded increases with a 
fall and decreases with a rise in the 'price of the com¬ 
modity, other things remaining constant. If the 
purchaser has to pay a higher price for the mangoes, 
say 10 annas a dozen, he will curtail his demand so as 
to* bring up the marginal utility of mangoes to . this 
higher level and may offer to purchase only 12 dozens. 
And he may buy more than 16 dozens if the price 
were lower than 9 annas a dozen. At 8 annas per 
dozen he will find the marginal utility of 16 dozens 
worth more than this sum and he could increase h 
demand till with 21 dozens the marginal utility is 

brought down to the level of 8 annas. # , 

The phrase ‘other things remaining co * staat 
stands for the assumptions that the prices of all com 

modities other than the one under conslde ^ a ^? n i a< .te 
money at the disposal of the purchaser and ^s taste 
for the commodity remain constant. But this; co 
tion is hardly ever fulfilled as the taste mean may? 

therefore, happen that the change in demand due ^ 
change in price differs from what may be expected 

° the ThTquantity demanded will not, however, gO^on 

to one pice dozen, evidently the consumer will not uk 

to purchase hundreds of dozens as the hug q 
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will not be worth the trouble of eating. Similarly, if 
the prices rise, the quantity demanded may remain 
the same. Due to the urgency of want, a person may 
demand 7 dozens at -/12/- and the same number at 
-/14/- per dozen. And yet again the demand may 
vanish at very high prices. For example, if the price 
were as high as Rs. 2/- a dozen, he may find mangoes 
much beyond his means and may buy none of them. 

§ 5. Demand Schedule.— It is a list of the dif¬ 
ferent qvxmtities of a commodity which will be bought 
at different prices, or of different prices at which 
different quantities of that commodity will be bought 
Below is given the demand schedule of a rich man 
or mangoes as it stood in the fruit market of Luck- 

f ^ Une A 5, at 10 AM Time and place 

the d ™Tof m glV1 f Dg the dema J nd schedule ^ause 
e demand of a man for a commodity may not remain 

the same with a change in time and place. 


Demand Schedule 


Price 


Demand 


12 annas 

7 

11 „ 

9 

10 „ 

• 12 

9 „ 

16 

8 „ 

21 

7 „ 

27 

6 .. 

34 

5 

41 

4 „ 

51 

3 „ 

66 


* y 


} > 


y y 


y y 


y y 


y y 


y y 


y y 
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In the accompanying diagram the prices have been 
measured along OY and the quantities along OX. 



Dozens of Mangoes. 

By plotting the points and joining them we get the 
demand curve shown as DD. 

§ 7. Collective or Social Demand, or Demand in 
a Market. —All the purchasers of a commodity in a 
market are not equally rich or poor. The marginal 
utility of money to the rich having more money is 
lower than it is to the poor people who possess a 
smaller amount. Therefore if any article enters into 
the consumption of both the rich and the poor people, 
the rich are able to pay higher prices for the same 
commodity and also buy greater quantities of it than 
what the poorer people can pay or what they can 

^ Suppose in a market there are three classes of 
people, the rich, the middle-class and the jpa •. Bet 

them be represented by A, B and 6 If th J 
sell at one rupee a dozen, suppose A toys two doze , 
B buys only one dozen because to him the m ar g 
utility of money is greater than what it is to A.. 
take it for granted that the taste and the capacity t 
Sj.; the nfangoes possessed by all the buyersd* 

money at this level is much higher than the utility oi 
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mangoes. The same holds good for him even when 
the price comes down to 13 annas per dozen. It is 
only at 9 annas that he can afford to buy one dozen. 
Arguing on similar lines, if a demand schedule is pre¬ 
pared for all of them singly and collectively, it will 
read as under: 


Price 

per doz. 

1 

* 

A’s demand 
in doz. 

B’s demand 
in doz. 

i 

C's demand 
in doz. 

Total 
demand in 
doz. 

16 

annas 

2 

1 

0 ! 

3 

13 


3 

2 

0 

5 

9 

1* 

5 

4 

1 

10 

7 

*» 

8 

6 ‘ 

3 

17 

5 

»» 

12 

9 

5 

26 

3 

1* 

15 

13 

8 

36 


If in the market there are 100 such rich men as 
A > 2o0 such middle-class men as B, and 400 such poor 
men as C then the demand schedule of the whole 
market will read as follows: 


Price per doz. 

A’s demand in 
dnz. 

Demand of 100 
such men 

C 

£ 

o . 

.w-c 

CQ 

Demand of 250 
such men 

-G 

cz 

c 

33 . 

** o 
co 

6 

Demand of 40 
such men 

Demand of en- | 
lire market 

16 annas 

2 

200 

1 

! 250 

0 

0 

450 


3 

300 

2 

. 500 

0 

0 

800 

9 „ 

ri 

5 

500 

4 

1000 

1 

400 

1900 

• » 

8 

800 

6 

1500 

3 

1200 

3500 

A 

12 

1200 

9 

2250 

5 

2000 

5450 


15 

1500 

13 

3250 

8 

3200 

7950 


P. 23 
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§ 8. Elasticity of Demand.-^ccording to the 
law of demand the quantity of a commodity demand¬ 
ed varies inversely as the price, that is, if the price of 
the commodity rises the quantity demanded falls, and 
if the price falls the quantity demanded rises. This 
responsiveness of demand following a change in price 
is called elasticity of demand. Since every change in 
price is reflected in demand, no matter however small, 
demand for every commodity is elastic. It is more 
elastic in the case of those commodities whose demand 
has a more sensitive response to a given change in 
their price, and less elastic in the case of those com¬ 
modities whose demand is comparatively less sensi¬ 
tive. ‘Elastic’ and ‘inelastic’ which are the terms in 
common use have been replaced in this book by terms 
‘more elastic’ and ‘less elastic’ which express the 

meaning more clearly. 

8 9. Measurement of Elasticity of Demand — 

The most convenient way of measuring the elasticity ot 
demand is by means of total expenditure incurred or 
likely to be incurred on the commodity in question at 
different prices. The following three rules are for¬ 
mulated for the purpose:— 

\/ The elasticity of demand is equal to unity 
when the total expenditure remains con¬ 
stant even if price changes. 

The elasticity of demand is greater than 

unity when the total expenditure vanes 

inversely as the price; that is to sy, 
rises with a fall in price and falls with a 




rise in price. 

The elasticity of demand is less than unity 

when the total expenditure ™ nes dlT \f 
ly with the price; that is to say, rises 

with a rise in price and falls with a fal 
in price. 
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To illustrate, consider the following demand 
schedule for mangoes. ° 


Price 


Number demanded 


Total expenditure 
(Number X Price) 


8 pice each 

7 « „ 

6 .. 


88 pice 

91 „ 
96 „ 
100 
100 „ 
93 „ 
90 .. 


1. Taking 4 pice as the starting price, the de- 

hirpl a i t nn 1S prlCe i?r? 5 m * ngoes and the total expendi- 
uteis 100 pice. When the price rises to 5 pice the 

number of mangoes demanded diminishes to 20 but the 

otal expenditure remains unaltered at 100 pice The 

same is true if the starting price be supposed to be 

ris P e 1C from d 2ot T V 4 pice £ 

rise iiom 20 to 25 and keep the expenditure constant 

the prices 4 S ?nd y 5 0f d6mand iS Cqual to unlt >' ^veen 

demanded 1 falkriom V to 16* 

vious one of 100 pice Similirixr *c • tllan P re " 
U 'toM 6 '",<V 6 th « a«mn/woul7Se from 

“ t c h ii >t t tx” ditu H re ,rom “ " ™ 

moved in the opposite f* an( * e *penditure have 

city of demand is greater thm/ 0118 -* 81 !? t * lus the elasti- 
5 and 6. S T than unit y between the prices 

mand ascends'from' 25 Ml \ P . 1C fk t0 3 P ,‘ Ce ’ the de ' 

irom 25 to 31 but the total expenditure 
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descends from 100 to 93 pice. It shows that though 
the demand rises owing to a fall in price, it does not 
rise enough to retain the expenditure at the old level. 
Similarly, when price rises from 3 pice to 4 pice the 
demand falls from 31 to 25 but the total expenditure 
shoots up from 93 to 100 pice. In both these cases 
the movements of price and total expenditure are in 
the same direction and hence the elasticity of demand 


is less than unity between prices 3 and 4. 

§ 10. Elasticity of Demand and Price. —Evident¬ 
ly as we proceed from the price-level 6 downward we 
notice the elasticity first greater than unity, then 
equal to unity and after that less than unity. If the 
price is excessively high—so much so that there is no 
demand for the commodity—the elasticity will be 
found to be not only greater than unity but equal to 
infinity. Similarly, if the price is so low that the 
consumers have to pay nothing for the commodity the 
elasticity will drop down to zero. Hence it may be 
said in a general way that the elasticity of demand tor 
any commodity slides down or mounts up^gradually 
and continuously with the price. It is high for nig 
prices, considerable for medium prices and vanishing 
for insignificant prices. To illustrate the fact, w en 
tomatoes or any other vegetables come for the nrs 
time in the market, they sell at a very high price,. the 
demand for them at that price is low, but it is sensltl 

(elastic) so that a little fall in price is enough to 

cause it to expand considerably. As with the^ 
in time and increase in supply, their price gets ’ 
the sensitiveness of the demand decreases; it; ® 

expands so considerably as it did before Ultimately 
when the season of tomatoes is practically over, t 
price stands at its lowest level and all the con e 

are enjoying them; at that time a further fall m the 

price is ‘not likely to stimulate their demandt tim e 
appreciable extent. It may be conceived^that a um 
will come when nobody would like to have y 
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tomatoes even for nothing; their demand then becomes 
inelastic. 

§11. Elasticity of Demand for Necessities.— 

The elasticity of demand for necessities is less than 
unity. Let us take the example of salt. It is an 
article that cannot be dispensed with. 

A certain quantity of it is consumed ' both by 
rich and poor people, and must be bought whether its 
price is high or low. If its price is high, only as much 
will be bought as is really necessary. If its price is 
low, a little more of it may be in demand, but not 
very much more because no more than a certain quan¬ 
tity of it can possibly be consumed by a person. Hence 
the demand for salt varies within iixed limits as a 
result of changes in its price. There is the lower 
limit below which the demand will not go, no matter 
how high the price of salt may be; there is the upper 
limit beyond which the demand will not move even if 
the price is very low, so low as zero. The same will 
hold good with all commodities that behave as neces- 

.... - . the time bem^ or for a particular 

individual, or at a particular place. The elasticity of 
their demand will thus be less than unity. 

§12. Elasticity of Demand for Comforts and 
Luxuries* These articles are not necessary either for 
life or for efficiency or by convention. Their con¬ 
sumption can be postponed if the price is excessively 
ig or may be increasd much if the price is very low. 
lake the case of soap cakes. None at all may'be de- 
manded if they are seling very dear. A great many 
of them may be purchased for use if they are selling 

her t a ! ticles ? f fashi °n fall in this eate- 
iLi? rtlC - es ?. uch as colns and stamps also 

sTsonTrHHp Tt “ t & Sam - e maimer ’ and out-of- 
nature A * i ke f ma "S oes in winter, have a similar 
nature A student, who is willing to buy 6 neck-ties 

when they are selling at 8 rupees a dozen, may not 
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care to buy even three of them, when the price is 
doubled though he may have the same amount of 
money, Rs. 4/-, to spare for the ties, because ties are 
not indispensable. To have six of them at double the 
price will mean double the expenditure which will not 
be desirable because the consumer is unable to reduce 
his expenditure on other commodities to any appre¬ 
ciable extent. And to have only three will not surely 
involve any extra expenditure, but it will be worth 
while asking how far an expenditure of even Rs. 4 
at that rate is advisable. Ordinarily a price of Rs. 16 
per dozen cannot but contract the demand to a figure 
below three, and the expenditure to an amount below 
Rs. 4. Similarly, it can be shown that the total ex¬ 
penditure on them is increased if the prices are de¬ 
creased. In other words, the total expenditure on 
unnecessaries varies inversely as their prices. There¬ 
fore the elasticity of their demand is greater than 
unity. Unnecessaries, however, include comforts and 
luxuries both. But comforts are neither necessaries 
nor luxuries. They occupy an intermediate position 
between the two. Hence if the elasticity of demand 
for necessaries is less than unity and that for luxuries 
greater than unity, the elasticity of demand for com¬ 
forts may be taken to be equal to unity. 

§ 13. Substitutes and Elasticity of Demmm*--- 
Rice is a substitute for wheat. If the price of wheat 
goes up its demand comes down; the poorer consumers 
who cannot afford wheat at the high price will start 
taking rice instead. Similarly, if the' price of wheat 
is lowered, demand for it is stimulated because tne 
consumers of rice are enabled to substitute whea 
rice. Thus in either case, demand contracts o 

expands rapidly on account of the P rese " c ?^;^ v the 
stitute for the commodity m question y 

demand for commodities having substitutes is h g y 

elastic.^ Commodities haYing Several Uses and 
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Elasticity of Demand. —Where water is sold in buckets 
as in some dry parts of Rajputana, demand for it will 
quickly expand or contract according as the price of 
each bucket is low or high. At high price water 
will be in demand only for more urgent uses like drink¬ 
ing and cooking, while if the price is low, water will 
be purchased not only for drinking and cooking but 
for washing, cleaning and watering of trees as well. 
Thus the demand for commodities having several uses 
is highly elastic. 

§ 15. Joint Demand —Joint demand exists for 
the allied* commodities that are required for the satis¬ 
faction of a. single want or for the factors needed in 
the production of a single article. Pen and ink are 
in joint demand; so also car and petrol and shoes and 
polish. Similarly, for building a house, the building 
site, bricks, lime, cement, the services of the masons 
and engineers are in joint demand; and for making 
a table materials like planks, nails, sand-paper, 
varnish, tools and instruments, and the carpenter’s 
skill are jointly demanded. 

§ 16. Direct and Derived Demand —In a joint 
demand, the demand for the basic commodity or for 
the ultimate product which the factors of production 
help to produce, is called direct demand, while the 
demand for the complementary commodities or the 
factors needed in preparing the finished product, is 
derived demand. Because demand for the cars gives 
rise to the demand for petrol, it is to be understood 
that the cars are in direct demand while the demand 
for petrol is derived from that for the cars. Similarly, 
the dem and for the house is direct demand, while that 
tor the house-building requirements is derived demand. 

for tbVrW SY i°a n ° te t j at a rise or fa]1 in the demand 

drived demand commodities will follow the 

fluctuations in the demand for the direct demand 


* See characteristics of wants. 
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commodity. A rise in the demand for more tables 
will mean a rise in demand for materials needed in 
making tables, just as a fall in the demand for the 
tables will reduce the demand for the materials. 

^ 17. Composite Demand —The composite de¬ 
mand for a commodity is the sum total of the de¬ 
mands for the commodity in its several uses. The 
composite demand for wood will be made up of the 
quantities of wood needed for building doors, 
of the quantities of wood needed for building doors, 
floors, ceilings, pieces of furniture, railway’wagons, 
ships and various other articles. Similarly, the de¬ 
mands for land for cultivation, buiding, pastures 
and play-grounds will together constitute its composite 
demand. 

As against joint demand where the demands for 
various articles are in harmony and rise and fall 
together, there exists a rivalry between the different 
uses for which an article of composite demand is re¬ 
quired. A boom in the house-building industry may 
so raise the price of land as to render it too expensive 
to be used as playground. The extensive cultivation 
necessitated by the growing population of the country 
is leaving no scope for the village pastures these 

days. , A - 0 

§ 18. Supply —Supply is the amount ot a 

commodity that a seller is offering to sell at a cer¬ 
tain price. Just as there can be no demand witnou 
price so there can be no supply without price. When 
a stall-keeper offers fifty-five dozens of mangoes ioi 
sale, he does so because he is paid for them. It tn 
price offered to him is 9 annas per dozen, it means 
that he supplies 55 dozen mangoes at 9 annas a 

§ 19. The Law of Supply— The law of supply 
states that with a rise in the price of a commodity 
quantity supplied increases, while with a tall ii 
price the quantity supplied diminishes. 
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The entire quantity of a commodity which a seller 
has stored is called its stock out of which he offers for 
sale different portions according as the changing price 
of the commodity permits him to do. Of course, the 
entire stock is meant to be sold away but only at the 
most favourable price. The guiding-principle of a 
seller is to make the greatest possible profit from the 
sale of the commodity and he will offer to sell more at 
rising prices and less at falling prices. 

§ 20. Supply Schedule* —Supply schedule is a 
list of prices at which different quantities of a com¬ 
modity are offered for sale, or it may be called a record 
of different quantities of a commodity that are 
supplied at different prices. The supply schedule of a 
fruit-seller will read as under:— 

Supply schedule of the fruit-seller for mangoes 
in the Lucknow fruit-market, as it stood on 

June 15, 1941 at 10 a.m. 


Price per doz. 


Supply 

12 annas 

61 

doz. of mangoes 

11 „ 

60 

y y 

y y 

10 „ 

58 

y y 

y y 

9 „ 

55 

y y 

y y 

8 „ 

51 

y y 

y y 

7 „ 

47 

y y 

y y 

6 annas 

42 

doz. of mangoes 

5 „ 

36 

y y 

y y 

4 

29 

y y 

y y 

3 „ 

19 

y y 

y y 


§21. Supply Curve. —This curve is obtained by 
representing the supply schedule graphically. Measur- 
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ing the prices along OY and mangoes supplied along 
OX, plotting the points in accordance with the 



figures given above and then joining them by straight 

lines we get the supply curve SS. 

§ 22. Joint Supply.— If two or more commodi¬ 
ties are produced from a single set of productive 
processes, they are said to have joint supply. I n 
joint supply the production of one commodity auto¬ 
matically involves the production of others. Wheat 
cultivation necessarily yields chaff (bhoosa); cotton 
growing yields cotton seeds, and coal gas yields coke. 
Of the commodities of joint supply, the one to the 
production of which the efforts were primarily direct¬ 
ed is called the main product while the rest are called 
by-products; e.g., cotton and coal gas are the main 
products while seeds and coke are the by-products. 
It is obvious that with an increase in the production 
of the main product, the supply of the by-product is 
bound to rise and, with a decrease in it, the by-pro¬ 
duct will fall in supply. ,, ncr 

5 23. Composite Supply.— The supplies coming 

from'different sources to meet a particular deman 
constitute a composite supply. The commodities tna 
are substitutes to one another furnish good lllustrauo 
of composite supply. Wheat and rice constitute a 
composite supply for the demand for food; tea, cone , 
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cold drinks like lemonade and beer make up a joint 
supply for drinks. In production, stones and bricks, 
or labour and capital as factors, furnish similar exam¬ 
ples. In these cases the sources of supply act as 
rivals and, therefore, a greater use of one commodity 
will reduce the consumption of the other rivals and 
vice versa. The popularity of bricks in building 
industry will adversely affect the quarrying business, 
the temperance activity by encouraging the consump¬ 
tion of soft drinks will render beer trade less profit¬ 
able and the introduction of machinery will throw 

labourers out of employment. 

§ 24. The Cost of Production. —The cost of pro¬ 
duction of an article incurred by a producer is com¬ 
posed of two sets of items, namely, expenses of pro¬ 
duction ’ and ‘normal profits' 

(i) The expenses of production include the pay¬ 
ments the producer has to make to those persons who 
lend their services and material to the producer and 
thus help him in the act of production. Tor example 
the rent of the land hired , wages of the labourers en¬ 
gaged , interest on the capital borrowed , salaries of the 
managers employed , depreciation on tools and machi¬ 
nery used, and other charges such as for fire insurance, 
municipal rates, and taxes like excise duty etc.—all 
these items make up the ‘expenses of production.’ 

(ii) Normal profits are the remuneration which 
the producer should receive for the contribution of 
land, labour, capital and supervision (organization) 
that he makes from his personal resources. The pro¬ 
ducer, in addition to this external help, also employs 
his personal resources like his own capital, land, 
labour of the members of the family and his own super¬ 
vision. For these personal contributions he is entitled 
to remuneration at the same rate at which he secures 
Similar ones from the outsiders. To illustrate, if out 
of a capital of Rs. 1,000/- an artisan supplies 
Rs. 600/- from his own savings and Rs. 400/- is his 
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borrowed capital on which he pays interest at 5% he 
should receive Rs. 30/- per year as interest on his own 
capital. All such payments due to the producer con¬ 
stitute his ‘normal profits. 5 

The sum total of the expenses of production and 
the normal profits is called the ‘cost of production 5 
or, to be more accurate, the ‘money cost of produc¬ 
tion,’ as the cost items are calculated in terms of 
money. If in the case of a gardener his expenses of 
production amount to Rs. 155/- and normal profits 
to Rs. 95/-, the money cost of production will come 
to Rs. 250/-. And if the output of mangoes for the 
season numbers 1000 dozens, the average per dozen 
expenses will amount to annas, the normal profits 
to annas, and the cost of production to 4 annas. 

§ 25. Change in the Expenses of Production.— 
The expenses of production of an article will change 
only if there is an alteration in one or the other items 
constituting the expenses. The expenses will increase 
if the rent of the land or building hired by the employer 
rises or he has to pay higher wages to the labourers 
employed though their efficiency remains the same. 
Similarly, with the interest, taxes and other charges. 
On the contrary, a reduction in the payments will 
diminish the expenses. In a region developing either 
industrially or agriculturally, rents almost always 
rise. Through generations the rents paid by Indian 
farmers have gone on increasing, and the experience 
of businessmen in the towns either has not been 
different. Greater unity through Trade Union Move¬ 
ment among the workers has helped them receive 
better wages. So also has been the case with the 
Government taxes on income etc. Of course, interest 
on commercial capital in industrial towns has steadi¬ 
ly gone down though the farmers’ lot has never been 
so favourable. Scientific improvements have resulted 
in better and cheaper machines and thus the item ol 
wear and tear on capital goods has also gone down. 
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It may be concluded that economic development 
has a tendency to reduce the interest on capital, but 
the rent and wages are enhanced. The change in the 
expenses of production will be influenced by the collec¬ 
tive effect of the increase and decrease in the several 
items composing these expenses. 


1. ‘Demand’. ‘Demand Schedule’ and ‘Demand 

Curve.’ Distinguish between Want and Demand and ex¬ 
amine the following statement critically: 

“Want of hunger curtails demand for food.’’ 

9. “The demand price for a given quantity of a com¬ 
modity is governed by the marginal utility of that com¬ 
modity’. Explain. 

3. State and illustrate the Law of Demand with as¬ 
sumptions. if any. Show how this law is derived from the 
Law of Diminishing Utility. 

4. Define ‘elasticity of demand.’ Distinguish between 
elastic and inelastic demand and give examples. How do 

you measure the elasticity ot demand for a commodity.'' 

• 

5. Explain the following:—“The elasticity of demand 
is great for high prices, and great or at least considerable 
for medium prices but it declines as the price falls, and 
gradually fades away if the demand goes so far that satiety 

level is reached.” 

6. Find out which of the following commodities is a 
necessary, a comfort or a luxury, and give reasons for your 
answer: 


Quantity demanded 

Price X Y 

4 3 2 

3 4 5 

2 6 9 

1 12 20 


of the commodities 

Z 

4 

•* 

o 

7 

11 


7. When is the elasticity of demand said to bo equal 
to unity? Measure the elasticity of demand for wine to 
(<z) a drunkard, ( b ) a patient, (c) a student. 
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8. What do you consider the elasticity of demand to 
be in the following cases? Give reasons. 

(a) Railway journey over short distances when fares 

are increased. 

(b) Milk when its price varies widely. 

9. What is meant by supply? How does it differ from 
stock? Prepare an imaginary supply schedule and translate 
it into a supply curve. 

10. State the Law of Supply. Is it t ru e for all persons, 
all commodities and for* all times? Illustrate. Comment 
on the following statement:—“Demand varies inversely and 
supply directly with price.” 

11. Distinguish between ‘expenses of production’ and 
‘cost, of production.’ Estimate the practical importance of 
this distinction. Show how normal profits are affected by 
changes in the price of the commodity. 


CHAPTER III 


BALANCING OF DEMAND AND SUPPLY 

8 1. How to Determine the Price of a Commodity 
in the Market?— In a market there are many buyers 
and many sellers. Each of the buyers tries to pay 
the least possible price that he can manage to pay, 
while the seller tries to charge as much as he possibly 
can and sell as much of the commodity at that price 
as he can manage. All this introduces higgling and 
bargaining, and competition which becomes more 
complicated as the number of buyers and sellers in¬ 
creases. To understand how a certain price will 
come to reign in a market where the number of buyers 
and sellers is usually great, let it be supposed that, to 
start with, there is only one buyer and only one seller 
and the commodity in question is mangoes. 

§ 2. Buyer’s Maxmium.—Let A be the buyer 
and P the seller with hundred dozens of mangoes to 
sell. The price that A will pay will depend on the 
utility he expects to derive from the consumption of 
mangoes. Suppose he decides that his desire to con¬ 
sume mangoes is so great that he would gladly pay 
one rupee for one dozen of mangoes rather than go 
without them. Yet more than a rupee he will not 
pay, as then the bargain will not be worth the price. 
Of course, he would like to pay as much below this 
level as he possibly can. This limit, which is the 
highest for the buyer, and beyond which he will not 
pay under the ciroumstances* is called the buyers • 
maximum or his maximum demand price. 

§ 3. Seller’s Minimum. —When P brings the 
mangoes to the market, he expects to get a price that 
is not only enough to compensate him for his cost of 
producing them but also something over and above it 
by way of profits. But he would not like to accept 
a price below his cost, in this case amounting to 4 

367 \ 
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annas per dozen. This is his minimum supply price, 
or the seller s minimum , as we call it. 

The seller’s minimum, though ordinarily equal 
to the cost of production, may at times of rather low 
demand be at a lower level, but will not go below 
the expenses of production. A seller may forego his 
normal profits for some time only. But if the demand 
price has a tendency to be below the level of the ex¬ 
penses of production, the seller would sooner stop 
production than suffer heavy losses. The mango 
seller would rather close his shop than sell the man¬ 
goes at less than annas per dozen. 

§ 4. Higgling and Bargaining.—Having dis¬ 
covered the two limits, the buyer’s maximum and the 
seller’s minimum, our object now is to see at what 
price the mangoes will actually be sold. The seller 
does not know the buyer’s maximum, yet he knows 
his own minimum, and the price asked by him in the 
first instance will be more than 4 annas, say, 8 annas 
for the dozen. The buyer is pleasantly surprised to 
get this offer which is much below his maximum. But 
he desires to make a still better bargain from his point 
of view, and offers only five annas with a look that 
does not betray his anxiety for not letting the bargain 
go. The seller receives the offer with outward in¬ 
difference though he is really happy to learn that even 
at this price he is making a profit. They higgle 
further but finally both agree to conclude the bargain, 

say, at annas per dozen. . A 

§ 5. Competition on Demand Side.—Now intro¬ 
duce the element of competition in these simple con¬ 
ditions of the market. Suppose there is an additional 
buyer, a richer man than the first, and consequently 
having his maximum at Rs. 1-2-0. Being richer, ne 
does not mind paying this higher price because to him 
the utility of money is less than to the original buyer. 
Both of them visit the same seller, when there is only 
one present in the market that day. When they asK 
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P what he will charge for the mangoes, he cleverly 
asks them to pay any amount they like. The matter 
is left entirely to them. A, the first buyer, offers five 
annas, but B; the second buyer, offers six annas. 
Here A and B bid against each other and force the 
price up to a rupee per dozen. Both of them will be 
willing to pay this price as it is just equal to the 
maximum of A and below that of B. In order to have 
the mangoes for himself rather than go without them, 
B may offer Rs. 1-1-0. The first buyer will find this 
price too high as it is higher than his maximum, and 
he will retire from competition. The bargain will 
thus conclude at Rs. 1-1-0 for the dozen and will go 
to B. This very high price has been brought up to this 
level merely by the competition between the two buyers. 

§ 6. Competition on Supply Side.—To introduce 
competition on the supply side, let P and Q be the two 
sellers and A the only buyer. Q is a more efficient 
producer and the cost of production of a dozen of 
mangoes to him is, suppose, 3£ annas. P and Q both 
anxious to sell their mangoes, will show their willing¬ 
ness to let A have them at a lower price. P will be 
outbidden by Q offering to sell at, say, 3f as. a price 
below Ps cost of production. A will get the man- 

f®f s r ,^-», as ;,P ei : do f e L n ’ \very low price indeed pul- 

sellers t0 th ' S leTC by tbe com P etltion between the 

„ ,Double-sided Competition.-But for the 

the good luck of the producers with a high cost there 
are many buyers. As a result of competition among 
buyers and sellers, and higgling between these two 

*f- n , Ce ls / xed at which most of the buyers 
TodU es Of Z\ m ° St tke Sellers seU com- 

quantitvif’tb h ° U§h l he J , would ha ve boufht a small 
quantity rf the price had been a little lower. Similar- 
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ly, among sellers there are some who have too high a 
cost of production and will go without affecting sale 
at that price, but they would have sold a quantity had 
the price been a little higher. Suppose on a parti¬ 
cular day the price of mangoes as fixed by market 
conditions is 5^ as. per dozen, and at this price our 
buyer A purchases 38§ dozens and our seller P seels 
38§ dozens. Taking the demand of A as representing 
the demand of all the buyers, and the supply of P as 
representing the supply of all the sellers, it is evident 
how demand and supply equate, and determine the 
market price. 

Thus it is seen that due to competition among 
buyers and also among sellers, and higgling and 
bargaining between buyers and sellers, a price is so 
adjusted that the quantity demanded is equal to the 
quantity su'pqtlied. This is called the equating of de¬ 
mand and supply or balancing of demand and sup- 


p ly. 

§ 8. Price Curve—To represent this equilibrium 
between demand and supply graphically, the demand 
and supply curves should be drawn on the same axes. 
Quantities (demanded or supplied) are taken along 
the horizontal axis and prices along the vertical. In 
the diagram given below DD' is the demand curve an 
SS' the supply curve. 
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The two curves intersect at P which is called the 

point of equilibrium. It lies on the demand as well 

as the supply curve. is the equilibrium price and 

stands for annas. At this price both the demand 

and supply stand at 38§ dozens and are said to have 
equated. 


§ 9 Demand, Supply and Price.— Changes in 
demand and supply due to changes in price have al¬ 
ready been studied under the laws of demand and 
supply A few cases are given here to show how 
market price is affected following a change in demand 
or supply of a commodity. 

. „ Cas ® L , Su PPose the supply of a commodity 
follows the law of Increasing Returns. The supply 
curve will be a descending curve like SS' 11 y 



from DD' to dd^th^T' ^ de “ and curve will rise 

at p and the new’price tTll P ^ mfc ° f ec l uilibn um will be 

oe new price will be represented by pn which 
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is lower than the original price PN. Here an in¬ 
creased demand and a constant supply result in a 

lower price. . 

To observe the influence of diminished demand on 

price, let dd' be the original demand curve and the 
new diminished demand be represented by the lower 
curve DD'. The point of equilibrium will change 
from p to P and the price from pn to PN. It is 
obvious that if the supply following the law of In¬ 
creasing Returns remains constant and the demand 
falls, the price will ultimately rise. 

Case II. Now let demand remain constant and 

supply increase in this diagram. 



The supply curve ss' showing tb ®!“ cr ^etT& 
lies below the origmal curve SS . The ma P ^ 
is lowered as shown by the line pn which i 

be taken to be the original 
SS' will be the new supply curve. m whidi cas 
supply will be said to decrease and the market p 
to increase from pn to PN. 
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Case III. Let the supply follow the law of Dim¬ 
inishing Returns, (in this case the supply curve will 
be an ascending curve), and let the demand curve be 
the same as before. 



DOZENS OF MANGOES. 


rise fnvm’ PN th t & deman , d . increases, market price will 

market uric* Jfiw fw lf tbe demand decreases, the 
market price will fall from pn to Jt*N . 
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Case IV. In this case the demand is shown to be 
constant and supply to vary. If supply increases, 



price will fall from PN to pn; if it decreases, price 
will rise from pn to PN. 

Case V. Let the supply curve be a straight line 
running parallel to the base, as now it follows 
Law of Constant Returns. In this case w ... 
demand increases or decreases, the point oi q 
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brium will lie on the line SS' and hence the price 
will remain unaltered. 



se Vi. Here the demand remains constant, 
upply falls from SS' to ss 1 , the price falls 



DOZENS OF MANGOES. 
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from PN to pn; and if the supply rises from s s' to 
SS ', the price rises from pn to PN. 


EXERCISES 

1. What is meant by ‘equilibrium between demand and 
supply?’ Under what Conditions db demand and supply 
balance? 

2. Explain and illustrate how the market price of an 
article is fixed at a given time and place. Bring out clearly 
the relation of market price to the expenses of production. 

3. How do you determine the buyer’s maximum and the 
seller’s minimum? Describe the factors that will alter these 
limits. 

4. Show the interrelation between demand, supply and 
price. 

5. “If price rises, demand diminishes, but if demand 
diminishes, price falls. It is difficult to see how price ever 
changes.’’ Solve this difficulty. 

6. Discuss the statement: 

“We might as reasonably dispute whether it is the upper 
or the under blade of a pair of scissors that cyts a piece of 
paper, as whether value is governed by utility or cost of 
production.” 

7. By means of illustrative diagrams, show how market 
price will be affected by changes in supply alone under (i) 
Increasing; (ii) Diminishing; and (Hi) Constant returns. 

8. When both demand and supply change how can 
market price be (t) increased, (it) decreased, and (m) con¬ 
stant? Draw diagrams to illustrate your answer. 

9. Prepare imaginary Demand and Supply Schedules 
for (i) sugarcane; (ii) Sugar, taking the producer to he the 
disposer. Then construct demand and supply curves sepa- 
lately for each of the two commodities and show how mar e 

price will be determined in each case. 

* 



CHAPTER IV 


MARKETS 

8 1. Market Defined.—In economics, by mar¬ 
ket is meant not a place where commodities are ex¬ 
posed for sale like grain or vegetable markets, but 
the entire region where buyers and sellers are in 
such free intercourse that the price of a commodity 
tends to equality easily and quickly. The physical 
presence of a commodity is, not necessary for a place 
to be included in its market; but what is essential is 
the presence of its buyers and sellers. If an in¬ 
habitant of Agra holding the shares of the Central 
Bank sells them through a broker of Calcutta to a 
person of Lucknow, both Agra and Lucknow will be 
included in the market for these shares. 

The word ‘ tends ’ in the expression ‘price tends to 
equality’ signifies that there is only a. tendency for 
a commodity to be sold at the same price throughout 
the entire region. Of course, allowance has to be 
■made for the cost of transport. The price of sugar 
at Gorakhpur and Benares cannot be the same. If, 
for example, the price of sugar at Gorakhpur is 
Rs. 9 a maund, and the cost of transport and other 
incidental charges incurred in bringing sugar to 
Benares amount to 4 annas a maund, the tendency 
for the price at Benares should be to be fixed at 
Rs. 9-4-0 a maund. If it is more than this, it is 
because there is a lack of free intercourse between 
buyers and sellers in the market. 

V ___ 

5 2. Competition.—Free intercourse or com¬ 
petition between buyers and sellers can exist_ only 
when we assume that buyers and sellers both have 
'perfect knowledge of market conditions and enjoy 
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;'perfect freedom in their transactions. Perfect 
knowledge of market conditions implies that every 
buyer knows the prices being asked for a commodity 
by every seller, and that every seller knows the prices 
being offered by the buyers to different sellers. Per¬ 
fect freedom in transactions means that a buyer has 
no difficulty in buying the article from whichever 
seller he chooses, and the seller has no difficulty in 
selling any portion of his stock to any buyer he likes. 
It means that there is two-sided competition—com¬ 
petition among buyers and competition among sellers, 
and higgling between buyers as a group and sellers 
as a group. If such perfect competitive conditions 
prevail in a market, price for any commodity must 
be the same throughout the market. If a differ¬ 
ence in. the price of a commodity is found, it is 
because competition among buyers and sellers is not 
full. In fact a complete and perfect competition is 
hardly ever met with in a market and as such the 
price of a commodity in the entire region is hardly 

ever equal. , 

§ 3. Types of Markets.—Markets are classified 

on the basis of extent or area and on the basis of 


til716 

(a) On the basis of extent. —According to area, 
there are local or narrow markets , and wide markets. 
A narrow market is enjoyed by that commodi y 
whose buyers and sellers are found to compete wit 
one another over a comparatively small area. Typical 
examples may be cited of vegetables or sweets in a 
town. Common stones and bricks also possess nar¬ 
row markets. Against these wide markets p - 
vincial , national or world-wide—we enjoyed by cer 
tain commodities like wheat and gold which 


bought and sold over wide areas 

(b) On the basis of time.— According to- time. 

there are ‘short period’ markets and long pen 
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markets. These periods have again been divide 
into ‘very short’ and short and long 1 and ve y 
one-’ oeriods As will be explained later, this 
scheme* of division of market is based upon the 
degree of success achieved by the supply °f a to 
modify to adjust with its demand which has either 

risen, or gone down in very short penod In the 
short-period market perfect equilibrium between de¬ 
mand ror and supply of a commodity cannot be 
reached; while in the long-period market such 
complete adjustment is possible. In the short penod 
the supply of a commodity can be increased only y 
making a better use of the existing factors or dimi¬ 
nished by leaving them idle or unemployed, because 
there is insufficient time available to introduce a 
change in the scale or system of production. The 
result is an imperfect and unstable equilibrium. I he 
long period is long enough to permit the necessary 
quantity of the factors of production to be employed 
or necessary changes in the system of production to 
be introduced and thus help the supply to be fully 
adjusted to demand, but the short period is too short 
to enable such an adjustment to materialize. 

§ 4. Extent of Market—In mediaeval times 
markets were very narrow. Under domestic economy, 
commodities were produced on a small scale and 
sold in the towns and their neighbourhood. Fairs 
were held from time to time and they afforded the 
facilities for exchange of goods but people from 
great distances seldom visited them as there were no 
railways and no good Toads. Transport of men 
and commodities was very slow, expensive and risky 
in the absence of a strong central government. It has 
been a slow growth of old town and village markets 
into world-wide markets of to-day and the development 
has been possible becasue of two sets of very impor¬ 
tant causes. 
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(a) Improvement in the General Economic 

Conditions 

(i) Improvement of roads followed by the inven¬ 
tion of railways and steamships has lessened 
distance enormously, and goods can now easily be 
sent to distant places niuch more quigkly. To these is 
now added the air transport with great possibili¬ 
ties as a means of quickest transport of specially 
perishable goods. 

(H) The facilities for easy and cheap communi¬ 
cation by post, telegraph , telephone and wireless 
have brought the purchasers and sellers of distant 
lands in close and constant touch with one 
another. 

(Hi) Then the printing press and the radios 
scatter information of goods and prices broadcast 
and have done much to create conditions that tend 
to establish more or less complete knowledge of ’the 
markets. • 

(iv) And again, the establishment of banking 
institutions with their branches established through¬ 
out the world has helped in the movement of money 
in payment of goods, an important service indeed 
for without it the purchase and sale of goods cannot 
be complete. 

These facilities, essential for the extension of 
market, are meant for the benefit of all commodities 
alike, yet they cannot equally well be enjoyed by all 
of them. For a commodity to command a wide 
market it much possess certain qualities besides 
being assisted bv the facilities of transport, com¬ 
munication and banking services. 

(b) Qualities of a Commodity. 

(i) It should, for instance, be in general demand. 
Unless a commodity is of common use it cannot find 
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puchasers over a wide area. Such commodities are 
gold, silver, wheat, cotton and investment securities 
which are bought and sold almost everywhere. 
course, to meet a wide demand, supply of the com¬ 
modity should also be adequate. 

(ii) It should be cognizable. If a commodity 

can be easily and exactly described it can be bought 
and sold even when the'buyers, sellers and the com¬ 
modity are not found together. Its suitability for 
grading and sampling will make its sale and pur¬ 
chase possible by post or telegraph. Wheat and 
cotton have been sampled and graded very finely and 
there is no difficulty for a prospective purchaser to 
understand the quality of such a commodity he is 
about to buy according to the grades. 

(Hi) To enjoy a wide market, a commodity 
should be portable , i.e. t it should be easily packed 
and unpacked, occupy a small space and possess high 
value in small bulk. Heavy and bulky goods are 
charged higher freights by transport agencies and 
they, therefore, become costly at their destination and 
lose in demand. The price becomes prohibitive if 
they are transported over long distances. Then the 
goods of high value bear low transport charges per 
unit of money cost. A bale of cotton piece-goods 
weighing a maund has, for example, value worth 
Rs. 100/-, while silk goods of the same weight are 
worth Rs. 1,000/*. If they are charged equal 
freight, say, Re. 1/- over 50 miles, cotton will bear 
approximately 2 pies per rupee as its cost of tran¬ 
sport while silk about one-fifth of a pie. Silk has, 
therefore, greater possibilities of wider market than 
cotton. 

(iv) Again, the commodity should be durable so 
as to stand transport well. Fresh fruits and vege¬ 
tables, meat and eggs cannot stand long storage in 
ships and trains while being transported, and conse- 
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quently cannot have wide market. As a matter of 
fact, before the advent of scientific packing, icehold 
and refrigerating vans the market for perishable 
goods was a very narrow one. Only the above- 
mentioned improvements allied with quick and 
through transit have helped them to enjoy wide 
markets. Nowadays, every important town in 
Northern India is being supplied with highly perish¬ 
able goods like green vegetables from Calcutta, fish 
from Karachi and grapes from Kabul. 

§ 5. Periodic Markets.—On the basis of time 
there are periodic markets usually of four types— 
Very Short Period market, Short Period market, 
Long Period market and Very Long Period market. 
These periodic markets are determined by the degree 
of equilibrium which the supply of a commg^ty is 
able to reach with its demand. While ar^JI^Rbout 
the balancing of demand and supply, it is customary 
to start with changes in demand for a commodity 
and thereafter study how supply reacts in response 
tc those changes in demand. For example, if the 
demand for a commodity has gone up, the producers 
will try to increase supply to balance this higher 
demand; and if the demand has gone down, the sup¬ 
ply of the commodity will be reduced accordingly. 
Now this reaction of the supply to changes in demand 
will take some time to materialize; it will proceed 
gradually till the necessary adjustments in the 
factors of production, its processes and scale, etc., 

are made. , , ,. • , 

If no time is allowed for these adjustments ana 

we study the condition of price in the market with 
raised or reduced demand, and unchanging supply, 
we have an imperfect equilibrium and a very short 
period market. If full time has been a li°w®d or 
every step necessary in the adjustment of supp y 
demand, and perfect equilibrium is thus reached 
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between demand and supply, we have very long 
period market. In between these two positions ot 
imperfect and perfect equilibrium there are two 
more stages of short period when equilibrium is 
slightly better than that of very short period, and 
of long period when equilibrium is almost perfect. 
It is obvious, therefore, that the distinction of 
periodic markets depends upon the degree of equili- 
brium reached between the demand and supply and 
the steps which could be taken to bring about this 
degree of equilibrium. 

Market Price and Normal Price - 

Market Price .—Market price is the price of a 
commodity ruling in a market at a particular time. 
Its chan^todstics are the following:— 

• (i) or changeability is the chief 

characteristic of market price. On a particular day 
no stability in the equilibrium between, demand and 
supply is possible and these factors continue chang¬ 
ing. As a result of the changes in demand and 
supply the price of the commodity keeps on chang¬ 
ing. It may change from day to day or even several 
times in course of a single day. 

(ii) Market price may be much above or much 
below the cost of production. Perfect equilibrium 
between demand and supply can be reached only over 
a long time when the elements constituting demand 
and the items of supply, or cost of production, have 
had sufficient time for full adjustment. But on a 
particular day or a particular hour of a day the ad¬ 
justment between demand and supply is likely to be 
very unsteady and imperfect. Either the demand 
may be far in excess of supply and in that case the 
price may he much above the cost*; or the demand 
may fall^ftrt of supply and the price may be much 
below the cost. 
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(Hi) Market price is essentially a very short- 
period phenomenon and the high or low market 
price will not be permitted to reign in, the market 
over a long period. The high market price will 
prove highly profitable to the producers who will 
feel induced to increase their supply which will in 
its turn bring down the price. Similarly, the low 
market price will be a source of loss to the producers, 
who will reduce their supply and thus the price will 
be raised. 


(iv) The market price tends to he equal to nor¬ 
mal price in the long run; that is, though the price 
may be much above or much below the cost of pro¬ 
duction, at a particular time, it tends to be equal to 
normal price or cost of production over a long period. 

Normal Price. —Normal price is the price of a 
commodity established as a result of perfect equili* 
brium between demand and supply over a long period. 
It has the following characteristics:— 

(iyStability is the chief feature of normal price. 
Once'- a perfect equilibrium between demand and 
supply has been reached over a long period, it is not 
easily disturbed. And even if changes do take place, 
they are slight. Therefore the fluctuations in the 
normal price of a commodity are slight, like small 
ripples on the smooth surface of a lake, which re¬ 
mains more or less constant. 

(ii) Normal price is equal to the cost of produc¬ 
tion \>f the commodity as it is the result of pertec 
balance between demand and supply. Given suffi¬ 
ciently long time for alterations in demand (changes 
in taste, fashions, means and standard of living) ana 
supply (improvements in production, change i 
scale and others) there are little chances of any ^r- 
ther serious changes to upset this perfect balance. 
Competition has had full play and margin of 
profit and loss-totally removed. Such conditions ar 
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bound to equalise normal price to the cost of pro¬ 
duction. 

(Hi) Normal price is essentially a Ionq-ne.no,l 
'price The type of perfect equilibrium noted above 
brought about after all adjustments in demand and 
supply have been made and full competitive condi¬ 
tions have been established, is possible only if suffi¬ 
ciently long time has been allowed for the above 
iorces to act and react upon each other. Such a 
perfect equilibrium is rarely reached in short period, 

. • . if reached, it is soon upset. 

(«’) Normal price is the price to which market 
pnee tends to he equal. Fluctuations in the price 
of a commodity occur from time to time due to chan¬ 
ges in demand and supply in the process of their 
mutual adjustment. These interactions of demand 
and supply grow weaker and weaker as more and 
more time is allowed for their adjustment and, ulti¬ 
mately a balance is reached in the lone period and 
normal price is established. g 1 

. *1 p”'l, Ma Tu et f ric , e Tends t0 E( > uate With Nor¬ 
mal Price?—The tendency of the market price to 

equate with normal price materialises gradually 

S , Cel ^ ln s , ta S e -\ We call these stages as 
m tin bough at times four such stages can be 

in th! d ' heie - T Sha attem P t t0 studv the process 
in thiee periods -very short, short and lonq. The 

point specially to be noted is how the excessive or 
"n-dn'l| UPP V ° f a c . ommodi ty in a very short period 

- p '" f,c,ly 

§ 6. Very Short-Period Price.—The chief fea- 

eomm 0 oditv V N 7 fi Sh pS rt i? eriod * S that the su PP lv of the 

ine fn the th f 1S ' ec i ,lal t0 its stock exist- 

there * is inlffl ..- U Can n . eithei ’ & increased as 

s insufficient time to bring in fresh sunrilies 

fr ° m F ^’gbbouring places, nor g pan 
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reduced as the commodity is highly perishable and 
cannot be stored for fear of deterioration. Perishable 
articles like ice, fish and green vegetables provide 
excellent examples, market prices of these goods 
may change quite a few times from morning 
tiif night. A hot day will suddenly increase the 
demand for ice and supply being at its daily level 
price will rise. A cool breeze in the evening may on 
the other hand greatly reduce the demand and the 
price will fall. Similarly, unusually heavy influx 
of fish or watermelons into the market will lead to a 
heavy fall in its price as, the commodity being high¬ 
ly perishable, it cannot be stored for the next day. 

Thus the price in very short period seems to be 
entirely regulated by the demand. If demand is 
price is high; if demand is low, price is low. But it 
should be noted that just as one blade of a pair ot 

scissors cannot by itself cut a piece of paper, ^ 
lv demand alone cannot determine the price. Because 

the supply of a commodity is fixed in a ver > s °? 
period, it should not be supposed to be absent or in¬ 
operative. Really speaking it plays only a nuno 
part while demand plays a prominent part in tn 

determination of price. The very 
therefore, can he highly profitable oi hig P 
able, or according to high or low demand j^y 
much above or much below the cost 

S 7. Short-Period Price —In the ve y 

period the supply was feed 

high or a low demand. But short periodbeing ofa 
longer duration than very short period, supp } 

demand in very short period has be«. high and the 
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the commodity from neighbouring places. The 
labourers employed will work overtime or double 
shifts, a more rigid economy will be made in the use 
of raw material and old and obsolete tools and instru¬ 
ments will be repaired and pressed into use once 
again. Thus the supply will he augmented but it 
will not increase sufficiently to bring about perfect 
equilibrium with demand, hut will result only in a 
partial equilibrium. 

If the demand in very short period has been low 
and supply in excess of it, the supply will be reduced 
in short period (?’) by rendering idle some of the 
factors employed in the industry or (ii) bv sending 
away part of the supply to neighbouring places. 
Some labourers will be retrenched, the hours of work 
reduced, and broken and worn-out capital goods will 
not be replaced. Thus the excessive supply of the 
very short period will be reduced and the result will 
be a greater approach to perfect equilibrium with 
demand. As a consequence, the short-period price, 
though it is not a perfect equilibrium price, is more 
stable than the very short-period price and is neither 
as much above nor as much below the cost of produc¬ 
tion. 

For instance, an unsually hot weather may 
suddenly raise the demand for watermelons and also 
the very short-period price of melons, and if the heat 
persists the demand for melons may continue high 
and so also the price. The sellers would do their 
utmost to increase the supply and take advantage of 
so favourable prices. Though it will be too late to 
sow new fields, they will try to enhance the supply 
by better irrigation of the crop in the existing fields 
' * ron * the existing wells, and by keeping a stricter 
watch over their fields. Thev will also augment the 
supply by bringing in a small extra quantity from 
neighbouring places as huge quantities from distant 
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places will prove expensive in the case of such a 
bulky commodity. Thus supply can be somewhat 
increased and as a result the very high price of the 
very short period will be lowered to some extent, 
and brought nearer to the cost of production. In 
case of a falling demand, the high supply of very 
short period will be reduced by steps opposite to 
those given here. 

§ 8. Long-Period Price.— The long-period price 
is the result of an almost perfect equilibrium 
between demand and supply. Supply during long 
period has time to be increased by (i) increasing the 
scale of production, of the industry, (ii) introducing 
an improvement in the method of production, and 
(Hi) by mobility of labour and capital to the industry 
in question from other industries. Similarly the 
supply can be reduced by (?) reducing the scale of 
production, (ii) postponing the adoption of any im¬ 
provement and (Hi) sending away labour and capital 
from this industry to another industry which is more 
paying. The price is, therefore, stable and almost 
equal to the cost of production. It may. actually 
reach the cost of' production-level and then it will be 


called Normal Price. 

To continue the instance of melon business, 
suppose this season has been a prosperous one, an 
counting on such favourable conditions to P reva 
next year, the producers will hire more fields, t> 
more wells and make other necessary arrangements to 

ensure a greater supply next season Even g a ™J®® 
and vegetable growers may give up the ’r less P 1 d 
jobs and take to melon business. This me ^ 

supply due to larger scale of the business und n( \ 
by old producers and the mobility of the a 

capital from other businesses, will equate with the 

high demand more fully n.ext season than wa 
case this season. The equilibrium betwee 
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and supply will be more perfect than has been possible 
in the short period. One year is thus sufficiently 
long time during which all necessary alterations can 
be made in the factors of production to increase the 
supply of melons fully to meet the demand and, there¬ 
fore,‘it will be regarded as a long period for melons; 
and the price fixed in these circumstances will l>e 

called their long-period price. 

Short and Long Periods.—Short as well as long 
periods have no definite duration apart from the 
question of supply of a commodity, but are relative 
to it. If in a period only the existing factors of pro¬ 
duction can be adjusted to meet the demand, and no 
permanent change in the scale or method of produc¬ 
tion is possible, that period should be regarded as 
the short period for that commodity. The period 
will vary with different commodities : it will be really 
short, say two months, for green vegetables; not so 
short for wheat, in which case it may be one year; 
and may be a couple of years for sugar or cotton 
piece-goods. 

§ 9. Long Period Price and Normal Price— 

Due to a better adjustment between the new supply 
and the higher or lower demand of the short period, 
the long-period price will neither be highly profitable 
nor highly unprofitable. It will be much nearer the 
cost of production than is possible in the short period. 
If the demand has been low in short period, the dim¬ 
inished supply of the long period will raise the price. 
Again, if the price has been high in the short period, 
the supply will be increased in the long period and 
the price will be lowered. In either case the price 
will neither be appreciably higher nor lower than the 
cost of production. 

Normal price is the cost of production-level. It 
can be reached only if in the long period the supply has 
been accurately increased or diminished to arrive at a 
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perfect equilibrium with the demand. The supply 
should he just enough, no more and no less than the 
demand. Such conditions are difficult to he fulfilled as 
the supply in the long period may be a little in excess 
or short of demand, or the demand itself might change 
in the mean time while supply is being planned to 
meet old demand, due to change in taste, fashion and 
means of the consumers. 


But the perfect equilibrium between demand and 
supply or the attainment of normal price is not im¬ 
possible. When in short period the demand for a 
commodity is high and the supply low, it will be in¬ 
creased in the long run and during its course of rising 
it may just reach the point of complete equilibrium 
with demand and we may have the normal price at 
this level. If it were possible to arrest the supply at 
this level and the demand also remains stationary, 
the normal price will be maintained for some time. 
But if the supply continues rising due to imperfect 
adjustment even after the point of equilibrium has 
been reached, or the demand changes for one reason 
or the other, the demand changes for one reason or 
the other, the normal price or perfect equilibrium 


will be disturbed. 

Similarly, if the supply is in excess of the 
demand in the short period, and is being reduced to 
equate with the demand in the long period, in its 
course of going down it may equate fully with the 
demand and normal price will be established. Whe¬ 
ther it will be a temporary equilibrium or will las 
for some time, depends upon whether the demand and 

supply factors are controlled at this level. 

The following diagram shows how the very 
short-period price gradually approaches the cost o 
production-level in the long period : 
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EXERCISES 

1. Define ‘market.’ Distinguish between a local rnr- 
ket. and a world market. Give illustrations of five commo¬ 
dities having* a local market and five others that have a 
world market. 

2. What causes bring* about an extension of markets 
and with what results? Give examples. 

3. Describe the marketing of one of the principal 
crops in your district by the ryot. 11 hy does he not suc¬ 
ceed in securing* good price for his produce? 


4. Distinguish between market price and normal price. 
Under <what conditions are the expenses of production a 
dominant factor in the determination of price and why? 


5. “The value of a commodity cannot be permanently 
much above or below its cost of production.” Explain. 

6. Analyse:—“Marginal utility determines the price 
in the short period while the cost of production does it in 
the long period.” 

7. What is competition? How does it influence the 
determination of price in the market? 


CHAPTER V 


TRANSPORT IN INDIA 

" 1. Transport 

§ 1. Importance of Transport. —Economic Con¬ 
sequences .—The quick and adequate means of trans¬ 
port play a very important part in the economic 
development of a country. (/) As a matter of fact 
no productive process is complete until the means of 
transport bring the produced commodity to the con¬ 
sumers. (ii) Mobility of labour and capital is 
brought about and their efficiency increased. 
(Hi) Division of labour and localization of industries 
are their direct result, and their future progress de¬ 
pends on the development of the means of transport. 
(iv) Efficient transport means lower cost of transport 
and this in its turn extends the market for the com¬ 
modities to,the benefit of both the producers and con¬ 
sumers—producers effecting greater sales while con¬ 
sumers purchasing the articles at lower prices. The 
cotton industry of Bombay, the Jute industry of 
Calcutta, the Iron and Steel industry of South Bihar 
would not have expanded to the present degree had 
it not. been possible for labour and capital to be mobi¬ 
lized and concentrated in these areas and for the 
ed commodities to he quickly and cheaply distributed 
over the whole country and even exported to foreign 
lands, (v) The economic self-sufficiency of the Indian 
villages has broken down and thev no longer produce 
locally all that they want as the articles manufactured 
in the towns and cities of this country and abroad le- 
ach them quickly and cheaply, (yi) The villagers have 
at the same time succeeded in improving the art or 

302 
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cultivation and substituting commercial crops for 
food crops and are earning more money incomes, 
(vii) The nature of the famines has changed. People 
in famine-stricken areas no longer starve as food 
grains, clothes and other articles can be conveyed to 
them from places where there is no scarcity. 

Social Consequences .—The means of transport 
have reduced the conservatism and widened the outlook 
of the villagers by encouraging travel and pilgrimage 
and bringing them in close and frequent contact with 
different people, (if) They have also created the con¬ 
sciousness of unity and nationhood among the inhabi¬ 
tants of different provinces. (Hi) For the purposes 
of national defence they provide excellent channels for 
the mobilization of armies to any part of the country 
at a short notice. 

2. Means of Transport 

The means of transport available in India are 
Roads, Railways, Waterways, and Airways. 

§ 2. Road Transport. —The entire road system 
of the country is linked with the framework formed 
by the four great trunk roads, namely, (/) the Grand 
Trunk Road, the most famous of them all—stretching 
right across the country from Calcutta to Khyher, 
and three others connecting Calcutta with Madras, 
Madras with Bombay and Bombay with Delhi. These 
trunk roads account for about 5,000 out of the 85792 
miles of metalled roods in India. Besides the surfac¬ 
ed roads there is a large mileage of lower types of roads 
approximating to 261000 miles, some of which are 
suitable for motor traffic during dry weather. These 
figures do not include the roads lying within the 
limits of municipalities. 

Leaving apart 6,811 miles of central area roads, 
the rest may be divided on administrative side into 
two main classes, Provincial Roads under the Public 
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Works Department and Local roads in charge of local 
bodies. Up to 1929 these roads were being financed 
exclusively from provincial and local revenue. But 
since the inception of the Road Fund formed from the 
proceeds of the duty on petrol, levied at the rate of 
2| annas per gallon in 1931, the provinces have been 
receiving grants from the Central Government for the 
construction, reconstruction or improvement of roads 
but not for ordinary road upkeep. 

Indian roads are inadequate. —The internal trade 
of India is at least 15 times as valuable as her external 
trade yet roads, that can contribute more effectively 
in its development, have been neglected for the sake 
of the railways. The present total road mileage of 
275000 for British India is too inadequate, consider¬ 
ing its area over 1 million square miles and population 
over 295 millions. Of this mileage only 86000 miles 
are metalled or water bound macadam roads while the 
remainder are of lower types. If India were suppli¬ 
ed with roads on the same scale as Great Britain, she 
will require 3 million miles of roadways of which 
the present mileage comes to a meagre 8.8 per cent. 

The roads of the country are deteriora*inn —To 
make things worse, the existing roads are deteriorat¬ 
ing due to lack of proper repairs bv local hoards. In 
rural areas there are hundreds of villages which cannot 
at all be reached during the rainy season as the con¬ 
necting roads become veritable drains while the nallas 
in the neighbourhood are left unbridged. Moreover, 
there are several parts of the country that are inac¬ 
cessible at present but rich in resources, yet they can¬ 
not be developed in the absence of suitable transpoi . 
Of course, the means of transport pay if they serve 
economically rich areas; but. they are necessary 0 
the development of backward regions too. 

To remove the isolation of villages and the mac 
cessibility of many areas, extensive road constmc 
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tion programme should he adopted on lines somewhat 
different from those already followed, '1 he utility 
of present trunk roads for commercial purposes is les¬ 
sened as they run parallel to the railways. ^his 
duplication of services has resulted in unjustifiable 
waste of capital; at the same time it has raised serious 
problems of Rail-Road competition which is costing 
the railways about Rs.2 crores annually. India 
needs new roads running at right angles to the rail¬ 
ways and feeder roads branching off these trunk roads 
to connect the interior with the railways and through 
them with profitable market for the raw materials. 
India can afford to forego further railway extension 
and devote her finances to road building in order that 
her more valuable internal trade be fed and de¬ 
veloped, forest resources be tapped, and the agri¬ 
cultural and cottage industry products be profitably 
marketed to bring about greater prosperity to the 
country. 

In rural areas the bullock carts are the chief 
vehicles for the transport of goods and passengers and 
they will retain their supremacy for a long time to 
come. Buses and lorries have made their appearance 
yet the country roads are unsuited to them and their 
number is also small. In 1940 India possessed only 
174078 motor cars averaging at one car for 2000 per¬ 
sons as compared to one for 20 in the United Kingdom 
and one for 5 in the United States of America. The 
import of foreign cars in India has gone down lately 
and in 1938-39 amounted to 11,058 cars worth Rs.217 
lakhs while in 1942-3 it practically came to a standstill 
and numbered only 371 cars valued at Rs.11.4 lakhs. 
This decline is undoubtedly the result of war condi¬ 
tions. Her road traffic can be quickly and economi¬ 
cally developed only if she succeeds in establishing her 
own motor car industry for which attempts are being 
made now-a-days by Mysore State, Birlas and Tatas. 
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§ 3. Railways.—‘Growing from modest begin¬ 
nings in 1845 when Calcutta-Raniganj, Bombay- 
Kalyan and Madras-Arkonam sections were sanction¬ 
ed as experimental measures, the railway mileage on 
31st March 1943 was 40524 miles representing the 
capital investment of Rs.880 crores. 

The main railway systems with their mileage are 
given below :— 
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Bengal-Assam 
Bengal North-Western 
Bengal Nagpur 3392 
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India 3509 
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The railways in India were constructed, and 
managed by private companies of Great Britain til 
1925 when the Government of India began to exercise 
its right and purchase them from their Companies. 
At present 30,5000 miles of railways comprising kast 
Indian (including Oudh and Rohilkhand), oudh # 
Trihut Railway (comprising Bengal North western ana 
oudh Rohilkhand Railway), Great Indian Peninsular, 
North Western, Bombay Baroda and Central India, 
Madras and South Mahratta, and Bengal-Assam-syst- 
ems are owned by the State. Of these the first ton 
systems with 20600 mileage are directly managed 

the Railway Board while the renia.mng three systems 

are managed by private companies though theirP° J 
and ultimate control rests with the Governor-Gen 
in-Council. 
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Defects of Railway System .—Railway construc- 
tip n in its earlier stages was guided by military policy 
of facilitating troop movements and paid little regard 
to the commercial development of the country. At 
the same time the railway rate policy was aiming at 
encouraging her external trade at the cost of inter¬ 
nal trade. Recently military objective has grown 
weaker so also there is a change in the rate policy, 
yet even now the freight on goods carried be¬ 
tween the ports and inland towns at a longer 
distance is lower than between two inland towns 
situated at a lesser distance. With regard to 
passenger traffic, most of the improvements and faci¬ 
lities seem to be introduced for the benefit of the 
higher class passengers while the comforts of the 
third class traffic that contributes 92% of passenger 
fare are somewhat neglected. Their working ex¬ 
penses too are rather high and incapable of re¬ 
duction in lean years, the depression during 1933— 
39 being responsible for a loss of over Rs. 63 crores to 
the state railways. Again, the development of motor 
transport has proved a source of loss to them and 
railways will have to devise some means to overcome 
this competition without checking the progress of 
motor transport that is so full of possibilities for the 
growth of internal trade. But it must be admitted 
that in addition to having brought about India’s 
cultural and political unity, the railways have con¬ 
siderably expanded her inter provincial and inter¬ 
national trade and are capable of rendering still 
greater and more valuable services to her economic 
progress and prosperity. 

War and Railways. 

The war has proved beneficial to the Railways 
in several ways. Rationing of petrol reduced compe¬ 
tition from Road transport and therefore the railway 
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monopoly over the transport of goods and passengers 
in the country was absolute. Military traffic was a 
profitable source of earning and so also increased 
civil transport of foodgrains, cotton and jute manu¬ 
factures, kerosene oil, salt and others, in spite ot 
reduction in the train services, passenger accommoda¬ 
tion, and restrictions on travel, a record passenger 
traffic was seen. All these combined to change rail¬ 
ways from a source of loss to that of huge profits. 
Past deficits were wiped out, big reserve funds accu¬ 
mulated and General Revenues of the central govern¬ 
ment received handsome contributions which in the 
year 1044-45 alone amounted to Rs. 45 crores. As a 
result of this prosperity the Government propose to 
build 2800 miles of fresh railway lines as a part of 


its short term construction programme. 

§ 4. Waterways.—Waterways are classed into 

two groups, sea routes and internal waterways like 
the rivers and canals. 

Marine Transport .—As for the sea-transport 
both oceanic and coastal, it is a monopoly of foreig¬ 
ners and dominated by non-Indian interests. Ihe 
Indian shipping is carrying a negligible percentage 
of 1-5 of the oceanic trade of the annual value of 
Rs.450 crores and 15 per cent of the coastal trade of 
over 10 million tons valued at Rs.178 crores. In the 
Central Legislature, private members introduced bijls 
for the reservation of India’s coastal traffic to Indian 


shipping, but the Government of India has not seen 
its way to accept it though out of 32 mercantile coun¬ 
tries of the world as many as 27 have reserved their 
coastal traffic to national shipping, while the coun¬ 
tries like Great Britain herself had at one time or the 


other taken recourse to such a reservation before they 
grew up to own huge mercantile marines. The result 
is that foreign shipping companies with their enor¬ 
mous resources have already killed by serious competi- 
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tion 23 out of 32 Indian companies that were floated 
to work along the coasts. Thus India owns hardly 
lakh tons out of the total world tonnage of 62 millions. 
Even small countries like Finland, Yugoslavia and 
Panama own more tonnage than India, while Britain 
contributes 79 times as large tonnage with only 
times India’s contribution to the world trade. India 
is consequently losing over Rs.57 crores annually in 
payment for shipping services rendered by foreign 
vessels to her sea- some trade. 

It is a pity that India with a 4,060-mile coastline- 
with numerous ports and harbours capable of improve¬ 
ment, with a rich hinterland producing commodities 
suitable for foreign trade, an expanding road and rail¬ 
way transport system connecting the ports and inland 
towns, and her forests yielding timber for shipbuild¬ 
ing industry, should possess no mercantile marine 
worthy of her name. 

But a hopeful sign is the establishment of the 
trainingship “Dufferin” which is sending out qualifi¬ 
ed Indian cadets to man and officer Indian mercantile 
marine. The vast coastline of India of about 4,000 
miles with rich hinterland offers enormous scope for 
the development of coastal shipping only if the Gov¬ 
ernment of India could come forward with a policy 
at least to license ships plying on the coast. But any 
• scheme of licensing will fail to achieve the object 
unless at least 50 nor cent of the tonnage to be licensee 
is owned, controlled and managed by Indians. 

'' Inland Waterways. —Water-transport is the chea¬ 
pest form of transport yet the possibilities afforde 
by the big river systems of Northern India have no 
been fully utilized. The Deccan rivers are unsui e 
to navigation except near their deltas and uppei 1 
aches as they flow through hilly regions abounding in 
falls and rapids and the water-supply is scanty; nut 
the northern rivers with their tributaries being 
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with snow are navigable all the year round. The 
Indus, for instance, is navigable for 800 miles up to 
Dera Ismail Khan, Ganges up to Patna and during 
the rains up to Cawnpore, and Brahmaputra up to 
Dibrugarh. Their tributaries like Chenab and Sutlej, 
Jamuna and Ghogra, and Surma are fit for navigation 
a long way up their courses. With regard to the 
canals, except for the Buckingham Canal between the 
deltas of Godavari and Krishna, the Ganges Canal 
from Hardwar to Cawnpore and half a dozen minor 
canals in Bengal, they cannot suitably serve as water¬ 
ways. Though some of the existing canals could be 
widened and deepened to make them more useful for 
navigation, yet there seems little prospect of canals 
occupying a prominent place in the transport system 
of the country. 
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cropped area. The prosperity of Indian agriculture 
is liable to suffer in case the water of parent rivers 
is diverted into navigation canals and tlieir level re¬ 
duced so that irrigation canals could not be adequate¬ 
ly fed. Agriculture is India’s biggest industry sup¬ 
porting directly a majority of 67% of its people, and 
she cannot afford to endanger the prosperity of this 
industry. As a matter of fact, there is greater need 
of canals for better and more extensive irrigation so 
as to insure against famines and droughts. Railway 
construction regulated by a more rational policy ot 
building branch lines and better and harmonious co¬ 
ordination with road transport, cannot only success¬ 
fully handle India’s international trade but can also 
encourage it. In these circumstances it sounds un¬ 
wise to waste capital on the construction ^f naviga¬ 
tion canals that will prove, at the best, of doubtiu 
utility. Navigation canals will receive freight only 
in times of bumper crops and general trade activity. 
In times of scarcity in agriculture and depression m 
trade they will be wasteful but the same investment 
in irrigation canals would go a long way to fuMW 
greatest agricultural need for water. It will there 
fore be best in the economic interests of the country 
that the problem of transport be solved with roads >< 
railways, and canals be mainly used foi £>‘ 


purposes. Airways __ Geographically , India occupies 

a central position in the aerial communications 
tween the West and the East. The British Impenaj 
Airways extending from England to us ^ 

New Zealand, the Dutch lines K.L.M. g , in [. 

land with Netherlands, East Indies—dava and h 

atra, the French systems called Air 

France with Indo-China.-all mus P ass . ° a " nt 

India. Individually, her vest-extent, 1 'er important 
towns situated hundreds of miles apar , 
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facilities for landing grounds, calm atmosphere and 
starry skies rendering Hying quick and safe whether 
by day or night, point to a hopeful prospect for the 
development of aviation. But as yet little has been 
achieved. Flying and Aero-clubs have started func¬ 
tioning at places like Bombay, Karachi, Jodhpur, 
Lahore, Delhi, Lucknow, Calcutta and Madras, yet 
they are too few and training in flying too costly to 
attract many and to create the air-sense among the 
people of this sub-continent. A scheme of subsidy 
to the flying clubs came into operation in April, 
according to which each club received a maximum of 
Rs.25,000 per annum divided into two parts i.e., 
Fixed Annual Subsidy paid according to the number 
and types of planes maintained for the use of members, 
and Bonus paid for the pilots trained. Further the 
grant of aviation scholarships to suitable candidates 
and the scheme of training Air Force pilots introduc¬ 
ed before the war emergency will provide the proper 
impetus to the growth of air-mindedness. At' the 
same time the construction of an aero-factory in India 

supplying cheap planes will be of immense help in the 
same direction. 


The demand for aircraft caused by the war led 
to the floatation of the Hindustan Aircraft Company 
with a capital of Rs.40 lakhs later on raised to Rs.75 
lakhs and subscribed by the Mysore Government, the 
Government of India and Mr. Walchand Hirachand. 
India 8 first jjiane came out for test flight in July, 
lJU. The factory had been taken over by the GoV- 
einment of India for the duration of the War. 

Air services for the carriage of mails and pas¬ 
sengers are operating between Karachi and Calcutta 

T *L m V n th ,5 Im P^ ial Airways, Karachi and 
Lahore Karachi and Bombay, Bombay and Trivan- 

eytend P d°to fn ? ’ ?a l°T & ~ to Mad, ' as and thence 
extended to Ceylon, Calcutta and Madras, Calcutta 
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to Dacca and to Rangoon. The southern services are 
run by Messrs Tata Sons and Co. while the bi¬ 
weekly service between Calcutta and Rangoon and 
daily service between Calcutta and Dacca are operat¬ 
ed by the Indian National Airways. They also run 
during the pilgrim season a service between Hardwar 
and Gochar on the way to Badrinath and have a 
project to maintain a regular service between Lahore 
and Srinagar. In spite of the unparalleled oppor¬ 
tunities available in the country and compared to the 



progress made by the countries of Europe, 'India 9 
position in aviation is insignificant. Like Railways, 
roads and shipping, aviation too remains undevelop¬ 
ed in spite of all the conditions for its developmen 
being fulfilled in the country. 

Post-War Plans. 

A net work of 111 aerodromes and^ landing 
grounds is part of the Government of India s 10-year 
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Rs. 15J crores plan of post-war aviation programme. 
Of these 01 are already in existence, which such of 
the R.A.F. aerodromes as are existing and can he 
made available will be taken over. It is proposed to 
equip 78 aerodromes for night flying. 


EXERCISES 

1. hat changes in rural industries and agriculture 
have resulted from cheaper and quicker transport ? 

2. How does transport affect marketing? Why has the 
economic development of rural India been so slow?' 

3. Give an account of the means of transport available 
in India. In what directions would you like any improve¬ 
ments to be made? 

4. Which one of Roads and Railways will you prefer to 
be expanded now in India? Give reasons. 

5. "What scope does India offer for airways and inland 
water-ways development? Would you like the expansion of 
navigation canals rather than the railways? Why? 




CHAPTER VI 


INTERNAL AND EXTERNAL TRADE OF 

INDIA 

§ 1. Inland Trade.—Greater attention having 
been paid to India’s foreign trade during the last 
eighty years, the real importance of her internal 
trade is not fully realized though she is really more 
interested in her internal trade. Her big dimen¬ 
sions and varied natural resources coupled with the 
diversity of climate and physical conditions fit her 
to enjoy a vast' internal trade. She possesses materi¬ 
als, money, men and markets, all the necessary quali¬ 
fications that go to make a great industrial and com¬ 
mercial country. But these advantages have not 
been turned to account. While the U.S.A., Canada 
and Japan expanded their trade during the Great 
War, India failed to avail of the opportunity, nor 
has she fully developed her trade since then. 

Various estimates have been made of the value 
of India’s internal trade; some putting it at 4 times 
the value of her external trade while others at 15 
times at the least. Again, it is claimed that for 
every acre of land producing exportable goods there 
are eleven acres producing goods for home consump¬ 
tion, while most of Indian manufactures are being 
distributed and consumed in the country. In the 
absence of organized and adequate information it is 
difficult to arrive at an accurate, even approxima e, 
calculation, yet it is generally accepted that her in¬ 
ternal trade is several times more valuable than lei 

external trade. , 

The development of roads and railways and tne 

means of communications has led to the establisime 
of important trading centres like Lahore, Amn s , 
Delhi, Cawnpore, Lucknow, Benares, Jubbuipoie, 
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Nagpur, Amraoti, Sholapur, Bangalore and Hydera¬ 
bad in addition to the principal ports. And though 
these markets are helping to collect raw materials 
from neighbouring rural areas for export and distri¬ 
bute the imported articles far and wide in the 
country, they are at the same time successfully serv¬ 
ing the cause of a prosperous local and inter-provin¬ 
cial trade. With an expansion in the banking faci¬ 
lities and arrangement for storage of agricultural 
produce along with further improvements in the 
means of transport and communications, the internal 
trade is bound to achieve greater progress. 

§ 2. Coastal Trade.—’India's coastal trade 
should be treated as a part of her internal trade be¬ 
cause foreign merchandise figures only to a small ex¬ 
tent in her exports and imports. Due to separation of 
Burma, her trade with that country now forms a 
part of her foreign trade and the value of the coastal 
trade has been reduced. The commodities mainly 
transported along the coast are rice, cotton, cotton 
goods, jute goods, betel nuts, timber, petroleum and 
kerosene oil. Their quantity is estimated at 4 million 
tons and the total value of exports and imports am¬ 
ounts to Rs. 175 crores approximately. For its fur¬ 
ther development the construction of a mercantile 
marine to plv along the coasts is essential but this 
cannot be achieved unless the Government comes for¬ 
ward with a bold supporting policy. The existing 
ports should also be improved and their communica¬ 
tions with the important inland towns developed. 
At the same time rail wav freights between the ports 
should not he fixed at rates prejudicial to the growth 
of coastal trade. 

India’s Foreign Trade 

$ 3. Sea-borne Trade.—In ancient days India 
was doing a prosperous trade with Babylon, Greece 
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and Rome, dealing chiefly in muslin (known as ‘gange- 
tica’), shawls, musk, amber, jewellery and works of 
art. Even in middle ages a brisk and valuable trade 
was maintained, both by sea and land, with the 
neighbouring countries on the Persian Gulf and East 
Coast of Africa, China and Indo-China. But the 
British conquest of India and the advent of Industrial 
Revolution in England dealt a severe blow to India’s 
foreign trade and undermined her position of sup¬ 
plying specially cotton goods to almost half of the 
eastern hemisphere. In the time of the East India 
Company heavy taxes were levied and restrictions 
imposed on Indian weavers and production began to be 
guided and controlled in the interest of British trade. 
The court patronage was gone with the disappearance 
of Moghul Emperors, Rajas and Nawabs, and the 
quality of Indian products deteriorated. At the 
same time the import of cheap machine-made British 
goods drove the Indian weavers and artisans out of 
the market. India was reduced to the position of 
a colony—producing raw materials to feed the fac¬ 
tories in England and providing a vast market for 
the sale of British manufactured goods. However, 
matters began to improve after the mutiny and a real 
progress in India’s foreign trade was visible after 
the opening of the Suez Canal in 1869 which bioug 
the Southern and Western European countries very 
much nearer her coasts. This improvement continu¬ 
ed unchecked, but for a brief period of the Great 
War till 1928-29 when India’s foreign trade was 
valued at over Rs. 600 crores. Since then there has 
occurred a sharp decline in her trade a ong with 
every other country in the world owing to the seveie 
and wide-spread economic depression and now tn 
present war has further disorganized her trade witn 


the countries of Europe. 

§ 4. Following are the figures of 


exports 




INTERNAL AND EXTERNAL TRADE OF INDIA 


400 


merchandise for the year 1043—44 and 1 938-39 gi\en 
together to show changes brought about bv the war. 


Exports. 1 2 

• 

Value in 
lakhs of rupees ■ 

IYl'ei-lilaf'c on 
total exports of 

merchandise 

1938-39 

! 1943-41; 

1938-39 

1943-44 

1. Jute 

Raw 

1310 

832 

82 

42 

Manufactures . 

2626 

4946 

16 1 

24 8 

2. Cotton 

Raw and waste .. 

24G7 

749 

15*1 

O ** 

o ( 

Manufactures 

712 

4248 

4 4 

213 

3. Tea •••. 

2342 

3754 

14 4 

188 

4. Seeds . 

1:09 

1151 

5 6 

5-8 

5. Leather . 

528 

437 

3 2 

22 

6. Metals and ores 

491 

350 

3 0 

1-8 

7. Grain, pulses and flour ... 

■574 

231 

48 

12 

8. Raw wool, & manufactures 

385 

235 

24 

12 

9. Hides and skins, raw 

385 

412 

24 

2T 

Others . 

• • 

• • • 

• • • 

• • • 

Total Exports 

16293 

199 .’0 

100% 

100% 


1. Jute .—This year, 1943-44, the exports of 
raw jute declined while jute manufactures show 
some increase compared to 1938-39, but both were 
below the figures for the year 1941-42. This fall 
was due mainly to the shortage of shipping space 
and partly to reduced production owing to the exodus 
of population from Calcutta following a set-back in 
the war situation. The chief customers were the 
United kingdom and United States among the united 
nations. Jute manufactures consist of sacking bags 
and hessian gunny bag and gunny sheets and their value 
was twice that of the raw jute exported. Jute exports 
constitute more than one-quarter of all merchandise 
exported from India. 

2. Cotton .—The purchasers of Indian raw cot¬ 
ton used to be Japan, China, United Kingdom, Ger- 
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many, Fiance, Italy and, to a minor extent, U.S.A., 
and Netherlands. The exports to Japan declined 
while to China and U. K. showed improvements as 
compared to the preceding year. The cotton manufac¬ 
tures are exported to Malaya, Strait Settlements, 
Ceylon, Aden, Iran, and East Africa and consist of 
shirting and longcloth, chadars, dhuties, sheets, 
drills and certain varieties of coloured piece-goods. 
The figures for 1938-39 and 1943-44 reveal in a 
striking manner the change brought about by the war. 
While in the previous years the raw and waste cotton 
used to dominate over the cotton manufactures, in the 
year 1943-44 the picture was entirely changed, it 
was because of the uncontested markets India enjoyed 
in the neighbouring countries as Japan became an 
enemy country and her competition ceased altogether 
while England was too busy in the war production to 
manufacture and export cotton goods. 1942-43 was 
the first year which showed an excess of cotton over 
every other export including Jute. . But in 1943-44, 
the Jute manufactures regained their top-position. 

3. Tea .—The exports amounted to 409 million 
lbs., out of the record production of 1542 million lbs. 
and United Kingdom took over all exports. All the 
exports to U. K. are not consumed locally but about 
12°/ are re-exported to U.S.A., and European coun¬ 
tries. Direct purchasers of Indian tea in audition 
to U. K. are Canada, U.S.A., Eire, 'Iran, Ceylon, 

Burma and Australia. . .. 

The first three articles of export—]ute, cotton 

and tea—constituted over 3/4 of the total exports from 

the country. qiq 711 

4 Seeds .—The total export of oilseeds— 6\6t ii 

tons fell both in quantity and in value as compared to 
1938-39. loth linseeds and groundnuts recording su - 
stantial fall. The principal customers used to h e Um - 
ed Kingdom, Germany and France but in 194,5-4+ 
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British Ministry of Food was the main foreign client. 
It may be noted that linseed enjoys a preference in 
U.K. over Argentine seeds that dominate the worn., 
linseed market. The oilseeds are used in making 
lubricants, soaps, cosmetics and other indust'ml 
products. By their exports India loses the iaw 
material for these articles and also the cake that 
could be used as manure for fields and fodder tor 
cattle. 


5. Leather .—Huge quantity of leather is ex¬ 
ported to Western European countries though it is 
reimported in the form of shoes, beltings and other 
requirements. 

6. Metals and Ore*.—The growing domestic 
demand caused by the approach of hostilities to Indian 
frontiers was responsible for the drop in the exports 
of metals and ores from this country. Manganese, 
mica and pig-iron are the chief exports, in this very 
order of importance. The largest purchaser of man- 
aganese used to be France before the war, but the 
United states took the lead on account of her war stock 
piling programme. The exports of pig-iron were 
Japan, U. K. and U.S.A., but the exports declined 
to the first named for obvious reasons. 


7. Grains , 'pulses and flour .—The need for 
conserving supplies of food, grains and flour for do¬ 
mestic requirements was responsible for curtailment 
of exports in 1042-43 during which the shipments to 
the overseas countries fell drastically below the level 
of the previous year. Before the war, the U. K., 
Germany, Japan and China purchased these articles 
from us. 


8. Raw Wool .—United Kingdom is the most im¬ 
portant importer of raw wool followed by U.SS.A. 
Raw wool was valued at Rs.120 lakhs while rugs and 
carpets accounted for the rest. 
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9. Hides and Skins .—Increased demand for 
hides and skins by the home industry had the inevit¬ 
able result of lowering the exports in 1943-44, the de¬ 
cline was shared both by raw as well as tanned hides 
and skins. The raw and tanned hides comprised 64% 
and 36% of the exports. 

§ 5. The following are the chief imports of 
merchandise for the year 1943-44 and 1938-39 given 
together for comparison. 


Imports 


1. Cotton and cotton goods .. 

2. Machinery and millwork.. 

3. Oils. . 

4. Grain, pulse and flour 

5. Metals and ores. 

6. Vehicles ... ••• * .. 

7. Chemicals,. 

8. Instrument, apparatus and 

appliances 

9. Paper and pasteboard 

Others . 

Total value of imports ... 


Value in lakhs 

Percentage on 
total imports of 

of rupees 

merchandise 

1938-39 

1943-44 

1938-39 

1943-44 

2266 

-I 

1886 

14 9 

159 

1905 

1139 

12*5 

96 

1562 

3633 


30*6 

1376 

148 

9* J 

1-2 

1087 

423 

7T 

3*6 

668 

126 

4-4 

11 

• • • 

496 

• • • 

4 2 

595 

301 

3'S 

25 

323 

• • • 

179 

• • • 

21 

• • • 

1*5 

• • • 

15233 


100% 

100% 




__ 


1. Cotton .—India produces about 3/4 of her 
requirements in cotton goods. In 1938-39, India im¬ 
ported Rs.1415 lakhs worth of cotton manufactures, 
and Rs.293 lakhs worth of twist and yarn. The 
chief sources of imports were the United Kingdom 
and Japan while imports from China were on the in¬ 
crease due to the establishment of Japanese factories 
on the Chinese territory. Japan was Britain’s for¬ 
midable rival in Indian cotton market as may be seen 
from their percentage share in the imports of piece- 
goods, and she retained her share at the cost of U.K. 
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and Indian mills inspite of heavy duties imposed on 
her goods. _ 



In 1943-44, the imports of raw cotton fell heavily, 

yarn declined to Rs.12 lakhs, and cotton manufactures 
to Rs.134 lakhs. A drop in the quantity of manufac¬ 
tures and yarn can be imagined from the threefol 1 
rise in prices. The imports were mainly from United 
kingdom though U.S.A. sent an occasional shipment, 
while Japan which dominated our import trade in 
cotton manufactures was completely out of the picture 
during the year. In post-war years the industry in 
India shall have to face increasing competition in 
the home market from U.K. and U.S.A., though 
Japan will not be able to join in the competition for 
some years to come. 

2. Machinery and Millwork .—India depended 
almost entirely on imports of machinery of all kinds 
from the United Kingdom, Germany, Belgium and 
the U.S.A. Machinery for cotton, jute, sugar, paper, 
woollen and oil mills in addition to tea, rice, flour and 
electricity is imported while the tools, instruments and 
spare parts needed in every kind of mechanical require¬ 
ments are also received from foreign countries. The 
lack of machine-making industries in the country is 
an important factor responsible for the slow industri¬ 
alization of India. Even during the War period, little 
has been done to manufacture machine tools in the 
country with the result that the post-war industrializa- 
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tion will be delayed till machinery and machine tools 
are imported from U.K. and U.S.A. for which there 
are no early prospects. 

3. Oils. —Petrol, benzine, lubricants, crude and 
heavy oil and kerosene for industries and transport 
purposes are imported from Burma, Iran, Iraq, 
U.S.A. and Russia. 

The imports of oils in 1943-44 constituted the big¬ 
gest item of the import list responsible for 30% of the 
total value compared only to one tenth of the prewar 
imports. Obviously oil being the main sinew of a 
mechanized war, it occupied the place of honour in 
the list. 


4. Grains , Pulses and Flour .—The chief grain 
imported is rice from Burma and to a small extent 
from Ceylon. In spite of huge areas under rice cul¬ 
tivation in the country her production of the article is 
insufficient to meet her needs. In 1943-44 the imports 
almost Vanished as Burma was under the occupation 
of the Japanese, and Ceylon being the lease of the 
South-East Asia Command could not afford to spare 

her quota. ' 

5. Metals and Ores .—Iron and steel manutac- 

tures like nuts and bolts, hoops and strips, sheets and 
plates, bars and wire, pipes and fittings and hard¬ 
wares of various kinds are imported from the United 
Kingdom, Germany, Belgium, France, U.S.A. and 
Japan. These imports also fell during the war 
G. Vehicles .—Under this head are included 

locomotives for railways, motor cars, carriages, air- 
crafts and their parts. The chief exporters of vehic es 
was U.K. followed by U.S.A., Canada and Italy- 
The imports of motor vehicles in 1938-39 numbere 
18866 compared to only 41 worth Rs. one lakh m 

1943-44. 

7. Chemicals occupied a more prominent posi¬ 
tion in 1943-44 compared to 1938-39 when they were 
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treated as a very minor item. The bulk of the im¬ 
ports came from North America during the war as 
supplies from the two other important sources, Ger¬ 
many and Japan were cut oil. A feature ol the year 
was the further expansion of Indian chemical in¬ 
dustry and the absence of supplies of certain chemi¬ 
cals from abroad gave stimulus to the domestic 
enterprize. 

§ 6. Important Features of India’s Foreign 
Trade.— (i) Prior to 1939 India exported mainly raw 
materials like cotton, jute, oilseeds, minerals, hides 
and skins and wool, while her imports chiefly consist¬ 
ed of manufactured goods, like cotton, woollen, silk 
and artificial silk goods, machinery, instruments and 
appliances, motor cars, hardwares, chemicals and 
others. During this war the position of manufactured 
goods improved over raw materials exported, the 
ratio between them changing from 29-8% and 45 8% 
to 54.3% and 21.8% from 1938-39 to 1944-45. On the 

other hand the trend was reversed in the case of im- 

% 

ports while the value of manufactures imported de¬ 
clined during the war period from 62 to 32 per cent, 
the raw materials improved their position from 22% to 
59 per cent. But that was only a temporary phase, 
and it can be turned into a permanent feature of 
our foreign trade if we follow a policy of rapid deve¬ 
lopment of our industries with full patronage from 
public and Government support by way of protection, 
whenever deemed necessary. 

(ii) Of the countries trading with India, United 
Kingdom is the single country doing the most of 
foreign trade, though her share had considerably 
declined since the Great War. Japan occupied the 
second place, closely followed by Germany and United 
States of America. In 1913-14 the imports from 
U. K., Japan, Germany and U. S. A. amounted to 
64.1, 2.6, 6.9 and 2.6 per cent of the total respective- 
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ly, but in 1934-35 the respective share was 40.6, 15.7, 
7-6 and 6-4 per cent. Japan had been gaining on 
United Kingdom; as a matter of fact, Japan’s gain 
had been United Kingdom’s loss. Even in 1935-36 
'India proved a somewhat disappointing market for 
British goods, specially cotton piece-goods; while 
Japan established her position still more strongly. 
In the export trade, the share of Germany and 
U. S. A. had gone down, while U. K. and Japan 
increased their portion from 23.4 and 9.1 per cent in 
1913-14 to 31*6 and 157 per cent in 1934-35. But 
it should be noted that the balance of trade with 
England was against India—India purchasing more 
from England than England purchasing from India. 

Of several causes responsible for the decline ol 
British imports into India the most important ones 
are : (a) the industrial expansion of India, specially 
the growth of cotton manufactures; (b) the growth 
of Swadeshi Movement encouraging the use of Indian 
goods in preference to foreign article; (r) the heavy 
labour cost of manufactures in England compared to 
low wages prevailing in Japan responsible for cheap 
production of articles in latter country; and finally 
(d) excellent commercial organization developed by 
foreign countries succeeding in pushing the sale o 
their goods more than English merchants who have 
neglected this aspect of the business and counte 
more and more on England’s political position in 

India to help their trade. . , i 

(Hi) The balance of India’s foreign trade has 

usually been in her favour—her exports exceeding 
the imports. Only since the onset of the economic 
depression followed by severe fall in agricultura 
prices and imposition of high import duties y 
India’s customers, her exports declined steeply so 
much so that in 1932-33 they reached the lowest 
point of Rs. 135 crores compared to imports worm 
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Rs. 133 crores. Being a debtor country, India need¬ 
ed a favourable balance with which to meet her obli¬ 
gations arising from various economic services which 
she received from foreign enterprises like shipping, 
banking, insurance and others in addition to Govern¬ 
ment of India’s obligations known as “Home 
Charges.” These charges alone amounted to nearly 
Rs. 40 crores annually to meet the interest on her 
foreign loans (Rs. 478 crores on 31-3-1037), with 
which her railways and canals have been construct¬ 
ed. maintenance of India Office and High Commis¬ 
sioner’s Office, pensions and allowances of European 
officers retired from Indian service, cost of armies 
recruited for Indian service and trained in England, 
currency and mint, specially the printing of notes, 
civil works stationery and printing, and the pur¬ 
chases of the Indian Stores Department made out¬ 
side India. Though the World War II has enabled 
India to pay of! her debts and changed her position 
10 m that of a debtor to a creditor country, commer¬ 
cial, political and military services will have to be 

paid as long as our economic and political status 

remains^what it has been in the past and “Home 

c larges will have to be met though interest charges 
will no longer figure in the list. 

(*») In the past this favourable balance of trade 

hppn’nHl^ - he ° b . llgations detailed above, has 

formed d '"i lm 'P ortln d precious metals which have 
foimed a regular feature of India’s imports Since 

R^ 3 eS5 c° 193 °‘ 3 i t l K ' lm P° rts of gold ^amounted to 
Kb 695 cioies, a factor that earned for India the 

undeserved nickname of the ‘sink of gold ’ This 

'‘went f off h w,i r' en a ?u Sed - Since 1931 when England 
went oft gold and the prices of gold in foreign 

markets rose high, while India’s efports declined 

the fayourable balance was almost wiped out depres- 

V 27 he C ° Untry WaS aCUte and P e °P le ™re forced 
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by adverse economic conditions to part with their 
savings. With an improvement in her foreign trade 
these exports of gold have been reduced, but since 
1931 over Rs. 375 crores worth of gold has already 
left India mostly to London and in smaller quantities 
to New York and Paris. Thus India’s “hoards” 
of gold ultimately went to increase the English cur¬ 
rency reserves and English foreign exchange—a 
service that has been appreciated by British econo¬ 
mists and bankers. 

(r) While exports are duty-free, except rice and 
jute, most of the imports pay high revenue duties * at 
the present general level of 25%. The Government 
of India has also been following the policy of dis¬ 
criminating 'protection thereby levying high protec¬ 
tive duties on articles like sugar and matches to en¬ 
courage the development of these industries in the 

country. . 

(vi) An attempt has been made to regulate 

India’s trade with British Isles and Japan by enter¬ 
ing into trade agreements with them and such agree¬ 
ments may also be made with other countries like 
U.S.A. and South Africa with which India has a 

valuable trade. . 

(a) Her trade with British Isles (and other parts 

of the British Empire) is governed by the Ottawa 
Agreement reached in August 1932 and supplemen¬ 
tary Indo-British Trade Agreements signed m 1 
and 1938. The substance of these agreements is 
that British goods on being imported into India pay 
generally 10% lower rates than those imposed on 
goods coming from non-Empire countries, for exam¬ 
ple, Italv and Germany. Such concession or pie* 
ference is only 7\ per cent in case of motor vehicles 
but nil)ch higher in the case of cotton piece-goods a 

1 r : 1 •’ ' 

*'hee cliapter on Public Finance. 





INTERNAL AND EXTERNAL TRADE OF INDIA 419 


iron and steel goods. The Indo-British Agreement 
of 1935 reduced the Ottawa preferential rates by an¬ 
other 5 per cent thus bringing the import duties on 
plain grey cotton piece-goods to 20% ad valorem or 
annas per lb. The duty of cotton goods was 
further reduced by 5% later on and now stands at 
15% only. In return for these concessions to British 
goods, Indian goods are allowed free entry in Bug- 
land in case similar goods coining there from non- 
Empire countries are taxed up to 10% duty. Lin¬ 
seed, for example, enjoys a secure market against 

% import duty is impos¬ 
ed in England; and the consumption of Indian cotton 
in the mills of Lancashire and British colonies has 
also been encouraged. 

(b) An agreement with Japan, called the indo- 
Japanese Agreement, was concluded in July 1934 
according to which the duty on Japanese cotton 
piece-goods was not to exceed 50% ad valorem or 5-> 
annas per lb. whichever was higher while Japan 
undertook to purchase Indian cotton in exchange for 
piece-goods sent to India. The basic rate of ex- 
change was fixed at 325 million yards of piece-goods 

" ln , I f dla T for one million bales of cotton to 

in non i i Sed Japan ’ whlle for ever y additional 
10 000 bales of cotton taken in excess of the million 

ba es Japan could send 1J million yards of cloth 
ext a but Japanese imports were to be reduced by 
2 mUh n yards for every 10,000 bales of cotton pur¬ 
chased below the million level. This agreement has 

AprilT<)37 n' dV f"’ Ind °- Ja Panese Agreement in 

yards If Hn h' f 16 bas !?.. c l uo ‘' a Axed was 285 million 
jards of cloth for a million bales of cotton. 

i i " \ ? YerIa « d Trade. India’s present over- 

dent trade ’l SI ? alle - than her prosperous an- 
cient tiade, yet its extent is considerably larger than 

it was during the Moghul period. Kerland^onUer 
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of about 6,000 miles, bigger than her coastline, 
brings her in touch with a number of countries but, 
due to thick forests and high mountains on her 
borders, full advantage of this suitable geographical 
position cannot be taken. There are but a few passes 
like Bolan, Gomal and Khyber on the west linking 
her with Afghanistan and Chinese Turkistan; with 
Tibet, Nepal and Bhutan her trade passes through 
Leh, Almora and Shillong; while the chief means of 
communication with indo-China runs along the 
valley of the Brahmaputra. From these countries 
India imports grains and pulses, oilseeds, raw jute, 
hides anc skins, wool and carpets, while to them she 
exports cotton, cotton yarn and piece-goods, salt, 
sugar, tea, tobacco, metals and machinery and grains 
and pulses. India, being economically more advanc¬ 
ed, exports mainly manufactured goods, while im¬ 
ports consist chiefly of raw materials. In 1924-25 
her exports and imports (excluding precious metals) 
amounted to Rs. 23 and Rs. 187 crores respectively. 
With further industrialization of the country she 
will be able to nurse and develop this trade more to 
her benefit as she will be in a position to export er 
own manufactures in place of foreign goods passing 

through India to these countries. 

8 8. Direction of India’s Foreign Trade.— In 
the foreign trade of the country, British .umpire 
figures more prominently both in imports and expor s 
than the non-Empire countries, and the Lnited king¬ 
dom leads among the Empire countries as is i ns 


trated by the followin g :— 

Year Imports in crores of R c . 


1938-39 

1941 - 42 

1942 - 43 


U. K. 
465 
366 
29 5 


Empire 

836 

105-6 

613 


Others 
63 7 
676 
491 


Exports in crores of Rs. 


U K. 

56*5 

7G9 

573 


Empire 

854 
149 0 
125 9 


Other s 

77*4 

886 

617 
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It has been shown earlier that the share of United 
Kingdom both in imports and exports had been 
declining while that of Japan, Germany and United 
Kingdom had been rising before the war. Japan 
has been a serious rival of Britain and the loss of 
U. K. has been her gain specially in imports. The 
War has dried up the channels ot our trade with the 
enemy and enemy occupied countries but as a compen¬ 
sation our trade with the U. S. A. has shown signs 
of expansion and some Empire countries like Australia 
are also beginning to import more of our goods now. 
Due to Britain’s preoccupation in the manufacture ot 
war materials she was not able to retain her position 
in India’s imports (Rs. 29-5 crores only in 1942-43) 
and indications of heavier imports from other coun¬ 
tries are not wanting. At the same time the enquiry 
of the commission headed by Sir Alexander Roger 
resulted in the manufacture of war goods in India 
for the supply of the Middle-East and Far-East zones 
and that appreciablv augmented her export trade to 
Empire countries. The figures given below bear out the 


bove tendencies. 

(Figures 

in crores 

of rupees.) 

Country 


1938-39 

1944-45 

Empire Countries 

Aden and dependencies 

•9 

43 

South Africa 


1-5 

11 *9 

Kenya 

• • • 

21 

G*9 

Australia 


30 

14 7 

New Zealand 

• • • 

0 5 

2*3 

Non-Empire counti'ies. 

U. S A. 

• • • 

13 9 

46 8 

Turkev 

• • • 

*4 

1*7 

Arabia 

» • • 

10 

23 

Iraq 

• • • 

05 

2*7 

Iran 

• • • 

08 

2*7 

E?vpt 

• • • 

1*2 

3*4 

West Indies 

• • • 

0*8 

2 3 

South America 

• • • 

3*9 

7*5 
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The U. S. A. and the Middle-East countries 
played a prominent part in the imports into India 
while Canada and Australia have also increased their 
share. See the figures below given in crores of 
rupees. 


Country 

1938-39 

1944-45 

Canada 

••• 0'9 

37 

Australia 

24 

10-3 

U. S. A. 

98 

50-5 

Iraq 

... . 0-5 

1-2 

Iran 

35 

49 3 

Egypt 

22 

17-4 


§ 9. Commercial Intelligence and Statistics.— 

The Department of Commercial Intelligence and 
Statistics (1, Council House Street, Calcutta) is of 
immense service in helping the extension of both 
internal and external trade of the country. It em¬ 
braces two distinct classes of work : (i) the collection 
and dissemination of information connected with 
overseas trade which may be of use to Indian firms, 
and (it) the compilation and publication of All-India 
Statistics. It helps businessmen by furnishing 
them with important phases of the sea-borne trade 
of India so that they may regulate their activities 
according to trade conditions prevailing in foreign 
countries. A similar advantage can also be taken in 
connection with inter-provincial trade within the 
country. 

Since 1933, another Statistical Research Bureau 
is operating for the continuous analysis and inter¬ 
pretation of economic and statistical facts and pro ' 
lems of the country. The Director-General of e 
department issues annually publications like Review 
of the Trade of India, ‘ Statistical Abstract loi 
British India, Agricultural Statistics, Estimates 
area and yield of principal crops among others. 
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weekly journal called “The India Trade Journal is 
published containing information about crop pro¬ 
duce, market reports, price and trade movement of 
staple exports, and imports and several other impor¬ 
tant matters likely to be of enormous use to trade 
and industry. The utility of Commercial Intelligence 
and Statistical Research Bureau can be enhanced if 
the information broadcast is more detailed, and more 
prompt. The regulation of production and move¬ 
ments of goods can be achieved more satisfactorily it 
the information conveyed by the publications is not 
too late, as it sometimes is. With a closer coopera¬ 
tion between the Central and Provincial Statistical 

Bureau on the one hand and voluntary institutions 

% * 

like the Economics and Commerce Departments of 
various universities, Chambers of Commerce and 
orivate bodies on the other, a speedier and more accu¬ 
rate information will be available with better service 
to the country. 

EXERCISES 

1. Describe the economic services rendered by merchants 
and businessmen and show that they are producers in the same 
sense as farmers and factory workers. 

t 

2. Estimate the comparative value to India of her 
internal and foreign trade. What means do you suggest ti 
improve the former? 

3. Discuss briefly the main characteristics of India’s 
foreign trade. 

A. Give six main items each of India’s exports and 
imports and comment on them. 

5. What do you understand by * discriminate protec¬ 
tion ’ ? How does the policy of preference given to Empire 
goods tally with it? 

0. Why is it necessary for India to enter into trade 
agreements with countries like Britain and -Tapap? Give 
briefly the terms regulating India’s trade with these two 
countries. 

7. Estimate the importance of commercial intelligence 
and statistics to India’s inland and foreign trade. 


CHAPTER VII 


MONEY 

§ 1. Definition of Money.—Money is any com¬ 
modity which passes freely from hand to hand as a 
means of exchange and is generally accepted in final 
payment of dues. Money is purchasing power and it 
entitles the holder to purchase goods or services of 
other people. The present stage of economic develop¬ 
ment is called the money economy because money is 
indispensable in every aspect of economic life. Pro¬ 
duction of wealth with division of labour on large scale 
has been facilitated by money and so also its accumula¬ 
tion as capital; difficulties of barter have been remov¬ 
ed;/a more elaborate and equitable distribution of 
wealth among the factors responsible for its produc¬ 
tion has been brought about; and finally a more sen¬ 
sible and rational expenditure of individual and social 
income has been made possible’. 

We have for such a long time been accustomed to 
the benefits and conveniences of money that we take 
them for granted, and fail to realize that the present 
economic structure is entirely dependent on the smooth 
working of our monetary system.^ But the evolution 
of money from barter economy—the stage in our econ¬ 
omic life when barter was the only form of exchange— 
has been a slow and tedious one. The invention of 
such an important medium is the result of lon^ ex- 
perimentation. From the beginning of economio me, 
bows and arrows, spears and axes, cattle, hides and 
ivory, grains and materials of different kinds have 
been used as money, but each was in its turn replaced 
by another that promised to perform the functions of 
money better, longer and at a lower cost. In course 
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of time every other form of money was driven away by 
metals like gold, silver, nickel and bronze whose pieces 
in varying sizes and weights circulate as tokens of 
money and are called coins. They will for long retain 
their position as media of exchange because they pos¬ 
sess in greater degree the qualities that a money com¬ 
modity should possess. 

§ 2. The Qualities of a Money Commodity.— 

(i) General Acceptability has always been con¬ 
sidered as the essence of money. It is of no advan¬ 
tage to a person to accept in payment of his goods 
and services a commodity which is not going to be 
accepted by others. Unless people in general are 
willing to accent an article as a common means of 


exchange it will have a limited- circulation. (Told 
and silver have been popularly acclaimed as the right 
metals and they are used universally as money-com¬ 
modities. 


(ii) Portability is another essential attribute of a 
money-commodity. If a bookseller is offered a sack 
of grain as a price for a book, how will he handle 
fifty sacks if he sells as many books in a day? To 
serve as money, a commodity should have (treat value 
in small bulk otherwise it will be a hindrance rather 
than a facility if it cannot easily be taken from place 
to place or passed from hand to hand. Precious 
metals possess that quality of portability in them in 
a great measure. 

(Hi) Then comes the question of imperishability. 
In course of circulation, ?*.<?., counting, telling, storing 
etc., money-articles suffer a lot of wear and tear, and 
if in addition to being perishable a commodity is also 
soft or brittle, its use as money will not be economical- 
To harden the metals still more, some kind of alloy is 
mixed with them so that they may enjoy longer life. 

(iv & v) Money is expected to be of a uniform 
va ue , a quality chiefly found in the pieces of metals. 


' 426^. principles of economics 

•Horsercannot be uniform; nor grain nor skins. The 
employment of a commodity which lacks homogeneity 
will mean unnecessary loss to people. Even coins have 
got to be uniform in value. If your rupee contains 
105 grains of fine silver and mine—a Hyderabadi 
coin—less than that, they cannot be used uniformly. 

( vt ) Divisibility of money is another qualification. 
It is to pass from hand to hand, and if it breaks by 
accident or is intentionally broken and in doing so 
loses enormous value, as happens with glass or 
diamond, it will not serve the purpose well. A money- 
commodity should be such as will retain the same value 
if it is divided into parts or reacquire it if these parts 
are again joined together and brought to the original 
form. No loss of value is involved in the case of gold 
and silver and they possess the required divisibility. 

(vii) Easy and quick cognizability by mere touch 
or sound is essential. Horses and diamonds can be 


recognized by only experts and even they may commit 
mistakes. Such articles will not do for money. Unless 
money-commodity possesses this quality people will 
suffer from defraud or counterfeiting. To remove 
this danger, devices like stamping and milling the 
edges have been adopted. 

(viii) To easily take to milling and stamping 
when minted into coins, or money units, an article 
should possess malleability . This quality reduces the 
cost of minting. It also enables people easily to turn 
in into the original commodity when so desired and to 
have it converted into coins once again, if necessary. 

(ix) Stability in value is a very important qualit\ 
of money.—Its value should fluctuate as little as 
possible. The dangers of violent fluctuations in pricey 
to both the producers and consumers are great. 1 
will not be pleasant experience to wake up one morn¬ 
ing and find that through no fault of one’s own tne 
money kept with him can buy only half of the com- 
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modifies it had been buying tilt the last evening. 
Gold and silver, specially gold have shown in the 
past greater stability in their value than what can be 

expected of any other commodity. 

\s these two precious metals possess the above- 

discussed qualities most among the commodities known 
today, they have been universally accepted as money- 


metals. ^ .. „ . 

S 3. Functions of Money.—1. MjmjV is <L 
medium of exchange .—The most important function 
that' his - given money its definition is that it is a 
medium of exchange. The services of money as such a 
medium are rendered to remove the difficulties of barter 
noted earlier. It will be no exaggeration to point out 
that the economic progress, that civilized communities 
have made so far, has been due to this efficient service 
of money- The division of labour, which is the basis 
of production and which makes other activities moio 
profitable, is supported by the good medium of ex¬ 
change. If it had not been possible for a carpenter, 
for instance, to make tables, earn money and with its 
help buy numerous articles that he wants for daily 
consumption, he would rather have spent his time in 
producing those articles that directly satisfy his wants. 
All people would sooner undertake those jobs that 
supply them things of immediate consumption rather 
than specialize in the production of one article, if easy 


and quick exchange had not been secured by money 


as a medium of exchange. 


2. Money is a measure of value .—Utility of a 
commodity is a personal matter - It differs with 
different persons. A fountain-pen may have some 
utility to you as a buyer and to me also as a seller, but 
how much of it you are attaching to the pen, I do not, 
rather cannot, know; you too will be ignorant of my 
estimate of its utility unless I express it in terms of 
money. A greater difficulty arises when the utility 


# 
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of a pen is to be compared with the utility of a goat, 
two different kinds of wealth giving different types 
of services. How can a businessman give you any 
correct idea of his riches increasing or diminishing in 
the absence of money? With the help of money all 
becomes easy. The value of every other commodity 
can be expressed and understood correctly. It becomes 
easy for consumers to lay out their expenditure, for 
organizers to fix remuneration for various factors he 
employes, and for the enterpriser to calculate cost and 
prices of goods he plans to produce- It is because 
money is a measure of value that it serves as a medium, 
of exchange so freely and so easily. 

3. Money is a store of value .—Goods can be 
stored but not as conveniently as money. They occupy 
plenty of space and are liable to deterioration. Then 
a great danger lies in the fluctuations of their value. 
In addition to these, they do not allow any choice to a 
man to change his mind. If I store wheat, I shall 
consume wheat later on or I should be prepared for a 
heavy loss in its exchange value if I change my mind 
and desire to buy rice for it. There is no such 
danger in the case of money. It represents general 
purchasing power, and as long as a person has a 
piece of money—say a rupee—he has got the freedom 
of choice of any of the innumerable articles that can 
be bought for it. This choice can be equally freely 
exercised today as to-morrow. A rupee will, tor 
instance, remain a rupee and will not shrink, dry up 
or rot away if stored for any length of time. 

Another great advantage of money as a store ot 

value is that it can be easily and quickly invested in 
any enterprise or diverted from one enterprise to an¬ 
other with least inconvenience or expenditure. JNo 
other commodity is as liauid as money and that is why 

it is often called “liquid asset ” 

4 . Money is a standard of deferred payments. ■ 
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If borrowings are made in goods and also paid in kim ., 
due to a change in their value during the time the deb 
has to run, the lender or the borrower is put to un¬ 
warranted risks. If the price of goods rises, and the 
borrower has to pay the same quantity of them as he 
borrowed, he will be paying more value than what he 
actually received. He suffers unnecessarily to the 
advantage of the lender. On the other hand, u the 
prices have gone down in the meantime, the creditoi 
receives much less than the amount he parted with. 
Money is general purchasing power and though its 
value changes, yet it does very slightly as compared 
to the change in the value of any other single-commo¬ 
dity. The reason is that while the prices of certain 
goods rise in the market, those of other goods fall; 
and because all these fluctuations must be reflected in 
the value of money, most of them cancel each other and 
the resultant change in the value of money is only 
slight. Therefore if debts are incurred and paid back 
in terms of money, the deal is unjust neither to the 
borrower nor to the lender. 

Of these four functions, the first two—money as a 
medium of exchange and a measure of value—are of 
comparatively greater importance and are called the 
'primary functions of money. The other two functions 
are called secondary functions or the derived f unctions 
as they flow from the first two. 

§ 4. Kinds^ of Money .—Currency and Credit 
money. The money or medTum of exchange prevalent 
in a country is of two kinds—currency money and 
credit money. The currency money is usually supplied 
by a department of government called the currency 
department or by a bank on behalf of the govern¬ 
ment. The coins of different denominations—and 
notes also as their substitutes—bearing a definite rela¬ 
tion to one another constitute a country’s currency 
system. The credit money is supplied mostly by banks 
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and commercial houses in the form of cheques, hundis 
and others, but for its existence this kind of money 
ultimately depends on the currency money. It has 
no force of legal tender but its acceptance depends 
upon the credit of the issuing institution. 

The following classification of money will be help¬ 
ful: 

Money 


Currency money (Legal tender) Credit money 


Metallic money Paper money 


Standard money Token money 


Convertible Inconvertible 

All currency money, like the Indian coins and 
notes at present issued by the Reserve Bank of India, 
is legal tender as it has the authority of the law or the 
Government behind it. A refusal to accept it in dis¬ 
charge of debts will amount to an unlawful act and 
may be punished- Legal tender money may be metallic 
or paper money. The Indian coins from the rupee 
downward to the pie are the instances of metallic 
money while the currency notes of the value of from 
Rs. 5 to Rs. 10000 constitute paper money.* 

§ 5. Metallic Money.— 

Standard and Token Coins .—The coins possess 
two kinds of value in them: the intrinsic value or what 
the coins are worth as pieces of metal of which they 

* For demonetization of notes^of Rs. 500, Rs- 1000, 
Rs. 10,000 see section 16 of this chapter. 
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are made; and the face value or exchange value by 
which is meant their purchasing power as media of 
exchange. Coins whose intrinsic value is equal to 
their face value are called standard coins; while token 
coins are those that have their exchange value in excess 
of their intrinsic value. In India we have no standard 
coins, rupee and its sub-multiples being all token 
coins. 


Limited and Un limited Tenders .—Standard 
coins are issued freely and to any amount the economic 
needs of the community demand. They are unlimited 
legal tenders, i.e., they can be tendered or paid up to 
any. amount in discharge of debts. Token coins are 
limited legal tender and can be paid only up to a 
certain limit, as they are meant to serve for small 
change only. The position of Indian rupee and half¬ 
rupee is unique in so far as they are token coins and 
yet unlimited legal tenders. Debts worth lakhs of 
rupees can be paid in terms of these coins; but other 
coins being limited tenders up to 10 rupees, cannot by 

themselves be legally forced in payment of dues in 
excess of that amount. 


§ 6 Free, Gratuitous and Limited Coinage— 

standard coins are full-bodied coins and their value as 
metal and as coins being the same, they can safely be 
melted into pieces of the metal or the metal can be 
converted into coins. A country is said to have free 
carnage if its mints are ‘open’ to the public, i.e. the 
minting authority allows the public the privilege of 
lavmg their standard metal, gold or silver, converted 
into standard coins. If the government does not charge 
the cost of minting to the public the coinage is termed 
a gratuiious coinage. A coinage may be free yet need 

t L\ gra U ‘ OUS Tu lf * P a y ment for the cost of 
minting has to be made by the public. 

cost of minting a coin is called brassage or 
vnntage, and the net profit that the minting authority 
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makes in coining Billion or Token coins is called 
seigniorage. The Government of India in issuing a 
pre-1940 rupee earned high seigniorage as shown 
below: 

Value of 1G5 grains or 11/12 tola silver at 

Rs. 52/12/-per. 100 Tolas ... ... 0—7—G 

Cost of alloy 15 "rains ... ... 0—0—1 

Cost of assaying silver a ml minting ... 0—0—6 

0-3-1 


Between 10 annas and 8 annas 1 pie is the 
seigniorage earned on minting a rupee. The seignior¬ 
age on half-rupees and four-anna silver pieces was 
approximately half and a quarter of that on the rupee. 
But since 1940-41 the silver contents of all these silver 
coins have been reduced to half their weight and, 
therefore, they yield higher seigniorage. Of course, 
the seigniorage in coining four-anna nickel pieces is 
more than in coining silver pieces of same value. 

8 7. Debasement.— (i) Debasement of a coin 
occurs when the fine metal contained in it is reduced. 
The Indian rupee, eight-anna and four-anna silver 
pieces used to weigh 180, 90 and 45 grains eleven- 
twelfths fine. Now though they weigh as before, tney 
are 50% fine, that is, contain half of silver and ha 
of alloy. They furnish interesting examples of debase 
ment of today.' (if) Substituting a less vaiuab e metd 
for a more precious one and thus reducing its intrinsic 
value is also an instance of debasement, as has happ 
ed in case of nickel four-anna and two-anna bit 
introduced in our country. A standard coin like,a 

token one also suffers debasement if its mefa 
or metal contents are changed aad fixed , / have 

recently been devalued and consequently may be taken 
to have been debased. 
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§ 8. Appreciation and Depreciation of Money.— 

Appreciation of money means a rise and depreciation 
means a fall in its value. Normally money measures 
the value of goods,, but the value of money itself can 
be measured in terms of goods. If wheat is selling at 
Rs. 4 per maund. Re. 1 represents the value of 10 
seers of wheat while 10 seers of wheat measure the 
value of one rupee. The rupee will be said to 
appreciate in value if it can buy more than 10, say, 
12 seers of wheat and it will depreciate if it 
can purchase an amount of wheal less than 10 
seers. 

looking from the side of wheat, the appreciation 
of rupee means a fall in the price of wheat, while the 
depreciation of rupee means a rise in the price of 
wheat. 

At a particular time the community as a whole 
has a certain stock of goods which is available for 
exchange and no more than this can possibly be bought. 
On the other hand, there is a stock of money which 
the purchasers can spend; it is their maximum 
purchasing power and no more than this can possibly 
be paid as price for the exchangeable goods. It means 
that there is a certain rate of exchange or the ratio 
of values that exists between goods and money in a 
community at a certain time. For example, if 25 
maunds of wheat be the only available quantity and 
Rs. 100 the maximum purchasing power, one maund 
of wheat will sell for Rs. 4, and a rupee will be worth 
a quarter maund of wheat. 

If the amount of money in circulation is diminish¬ 
ed, but the stock of exchangeable goods remains the 
same, more of the goods will be exchanged for a unit 
of money or less money will serve where more was 
wanted before. This rise in the purchasing power of 
money is called its appreciation. On the other hand, 
if the amount of money in circulation is increased 

F. 28 
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without a corresponding increase in the stock of sale¬ 
able goods, a money unit will buy a smaller quantity 
of goods or more of it will be needed to buy the former 
quantity. This is called depreciation of money. 
Likewise, if the quantity of money remains constant 
but more goods are produced and are available for 
exchange money will appreciate. If, on the contrary, 
goods are somehow destroyed as by war, earthquake 
or other agencies but the money in circulation remains 

the same, money will depreciate. 

Inflation and Definition .—An increase in the 
amount of money in circulation is termed inflation and 
a decrease in its quantity is called deflation. The 
quantity of goods remaining the same, inflation leads 
to the depreciation of money or a rise in the price of 
goods, while deflation results in the appreciation ot 

money and a fall in the price-level. 

8 9. Effect of Price Fluctuations— Price ot a 
commodity or the commodities in general changes due 
to changes in the demand for and supply of the articles 
concerned. And because the quantity of money aval - 
able to the society for expenditure regulates its demand 
for the commodities, the inflation and Reflation also 
bring about price-changes as explained be • 

Fluctuations in prices take place all the tim ® bu . k 
sometimes small like ripples on the surface of a tank 
and sometimes like big waves though great change 
occur at great intervals. hv 

Rising Prices .—Rising prices are . SeUers 
the producers and sellers of the commodities, belters 

Sn P on the stock that they hold as the sale-proceeds 

Ire more than what they had anticipated. The 

producers realize high prices from the w become 
retail dealers and make good profits. They beco 

optimistic, introduce improvements in the sy 

production and increase the sca • th e ir turn 

employing more labourers, these chang 
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reducing the cost of production and further increasing 
their profits. 

The consumers dislike rising prices as the pur¬ 
chasing power of their income is reduced and they 
have to lower their standard of living- Persons who 
have fixed incomes as servants of all categories includ¬ 
ing labourers, and persons who live on the interests of 
their house property or other investments and deposits, 
find their income reduced in terms of goods and services 
that they used to buy. 

Borrowers and creditors are affected in opposite 
ways. Borrowers who choose a period of high prices 
for the payment of their debts contracted at the time 
of low prices, pay really less in terms of commodities 
than what they got on loan. A rupee borrowed when 
wheat was selling at 10 seers a rupee means that the 
borrower received, 10 seers of wheat on loan, but if the 
payment is made when wheat is selling at 8 seers a 
rupee means the repayment of only 8 seers of wheat. 
The creditors, on the other hand, cannot refuse to 
accept the payment of debt and they get less 
value than what thev lent at the time of making the 
loan. 

Rising prices are helpful to the Government as it 
can realize more tax revenue from people whose 
incomes and profits are increased and also more 
tax on the commodities because their value is in¬ 
creased . 

Falling Prices .—The producers and sellers of 
commodities are adversely affected by falling prices. 
Their goods fetch less money and they have to reduce 
the scale of their business which results in lesser 
employment of labourers. Consumers gain and so 
also persons who have a fixed income as their money 
buys more goods than what it did before. The 
labourers, servants, pensioners, investors and pro¬ 
pertied class people all gain. To the borrowers, 
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falling prices mean greater value to be paid to their 
creditors if the debt has to be redeemed at such a time- 
The creditors, on the other hand, get more than what 
they lent. The income of the Government from taxes 
is also reduced. 


Eut a person is seldom purely a producer or a con¬ 
sumer, a creditor or a borrower. Usually he is both 
though not to the same extent. Consequently his gains 
or losses as a producer or a creditor are partly or 
wholly nullified by his position as a consumer or a 
debtor. The net 'loss or gain resulting in each case 
is the resultant effect of changing prices. 

§ 10. Index Numbers.—Usually index numbers 
are used to measure the fluctuations in the general 
price-level. An index number can be prepared for any 
commodity or any group of commodities as desired 
but to calculate the changes in the general level o 
prices at least 20 such commodities should be chosen 
as are mostly used by a vast majority of peopie. Regu¬ 
lar quotations of prices of each commodity should 
collected from representative places and care 
be taken to see that prices have been qu°ted f or th 
same quality of the commodity each time Fromi these 
prices monthly or annual average price of eachcom 
modity is calculated. A basic period is to be select^ 
for obtaining percentage prices on its basis and “ 

choice should be made carefully to avoid the tun 
wide fluctuations or abnormalities. When 
• centage prices of the rcpresentative commodities^d^ 

been calculated, these are to be ^ l ^the index 

bv the member of the commodities to g 

number for the particular month or year. commodi . 

For the purposes of illustration °™y , he bas j c 
ties wheat and coal have been selected a J tb rage 
period is the month of January 1939. Tb were 
prices of these in January 1939, anu 
as follows:— 
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Period 

Price of wheat 
per maund 

1 

Price of coal 

Dcr Ion 



Rs. a. 

P 


a. 

P- 

January 1939 

• ♦ 

3 11 

G 

0 

10 

0 

„ 1910 

• • • 

5 6 

0 

( 

3 

0 

1941 

% • • 

4 13 

0 

G 

15 

0 


Taking January 1939 prices as equal to 100, cal¬ 
culate the percentage of subsequent prices on that 
basis. For example, price of wheat in January 1940 

will be x 100 or 144 and tabulate the 

Rs. 3-11-6 

results as follows. 


Date 

Percentage price 
January 1939=100 

Index number 



i 

Wheat 

Coal 1 

January 1940 

January 194L 

January 

1940 

144 

109 

144+109 

2 

133+105 

2 

January 

1941 

133 

105 

or 12U5 

or 119 


The reading is that in January 1940 the prices 
were 26-5% and in January 1941 they were 19% 
higher than those ruling in January 1939. 

§ 11. Paper Currency.—Currency notes are like 
token coins printed on paper. They have no intrinsic 
value but possess an exchange value equal to that of 
the metallic money they represent. And this is due 
to the legal support of the issuing authority carried 
by them. Paper currency is either convertible or in¬ 
convertible. It is convertible when the issuing 
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authority undertakes to redeem it in terms of stan¬ 
dard coins if the holder of the notes desires to encash 
them. Indian paper currency is convertible cur¬ 
rency. It is in the form of a ‘promise to pay/ . A 
five-rupee note, for example, bears the statement, “I 
promise to pay the bearer on demand the sum of five 
rupees at any office of issue.” The expression ‘on 
demand’ is significant of the Reserve Bank of India’s 
ever readiness to encash the notes at the will of the 
holder. The following account shows how the con¬ 
vertibility of Indian paper currency is maintained. 


RESERVE BANK OF INDIA 
ISSUE DEPARTMENT 

Balance Sheet as at 2nd November 1945 (306.41) 


Liabilities 


In lakhs of Rupees 

Notes held in the Banking Dept. 

• • • 

• 

w 

w 

^4 

Notes in circulalion 

(a) Legal Tender in India .. 

• • • 

1,16,890 26,001 

{b) Legal Tender in Burma only 

• • • 

1,826 

Total Notes issued 
or Total Liabilities ... 

• • • 

1,17,963 2,9134 

Assets 

A. Gold Coin and Bullion 

(a) Held in India 

• • • 

4.441 4.441 

(6) Held outside India 

• • • 

Nil Nil 

Sterling Securities 

• • • 

1,05,9^3 1,18,80 

Total of A 

• • • 

1,10,374 16,321 

B. Rupee Coin 

• • • 

1,805 3,681 

Govt of India Rupee Securities 

• • • 

5,784 9,132 

Internal bills and other commercial paper 

Nil Nil 

Total Assels 

• • • 

1,17,963 29.134 


The ratio of gold reserve to the total notes issue 
is 3-8 per cent compared to 152% in 1941, while e 
sterling securities now constitute 89*8% compare 



MONEY 


439 


410 / i n 1941 . The metallic reserve, i.e., gold coin 
and°bullion and silver coin, amounts to Ks. «24b 
lakhs or 5-3%, the lowest for several decades as 
against 27-9% in 1941, while the security portion 
held both in India and England together amounts 
to 947%- As the rupee notes are full equivalents of 
rupee coins, the reserve of coins has reached the 
record low level of just over 1%, the convertibility 
of higher denomination notes resting on the rupee 

notes. • • ii i 

The security portion of the reserve is called 

fiduciary reserve and is a source of income as it 
earns interest on it. Since the transfer of the man¬ 
agement of currency to the Reserve Bank of India, 
the minimum statutory level of gold reserve has heem 
maintained and rupee reserve steadily reduced. The 
low metallic reserve and predominantly high fidu¬ 
ciary reserve fully ensure a very economic manage¬ 
ment of the paper currency in India. The fourfold 
rise in note circulation from 1941 was due to nor¬ 
mally expanded trade, industry and war requirements 
and this inflation was fully covered by sterling secu¬ 
rities which will automatically be reduced when 
deflation sets in following the cessation of war time 
activities. 

Inconvertible notes are not intended to be chang¬ 
ed into cash by the issuing authority. They are 
called fiat money, circulating due to the credit of 
the bank or the government decree. The pound notes 
of England are inconvertible currency as the Bank 
of England will not pay person £1 worth of gold on 
tendering the note for encashment. Strictly controll¬ 
ed and issued to suit the public demand, they are not 
a bad form of money. But the temptation to issue 
them in excessive quantity is great as there is no re¬ 
sponsibility on the government to keep cash for 
their redemption. Of about three score instances of 
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inconvertible note-issue, the most notable ones are 
those of German ‘Marks’ during the Great War, and 
the assignats’ during the Jbrench devolution. Of 
course, the excessive issue of inconvertible notes leads 
to then* rapid depreciation. 

§ 12. Advantages of Paper Money.—In every 
country, paper currency forms a very important part 
of the monetary system, and with a development in its 
economic life the position and the importance of paper 
money will be increasing. It serves the purposes of 
exchange served by metallic money, and serves them 
better and more economically. Paper money is very 
light and. therefore, can be easily handled and cheaply 
transmitted through the post. It is very convenient 
to store as a great value is contained in a small volume. 

A 10,000-rupee note can be folded up and carried 
in a waist-coat pocket without anybody being the least 
wise of its presence there. This system of carrying 
big amounts of money with one’s person has the ad¬ 
ditional advantage of not exposing the person to any 
danger of being relieved of it by undesirable charac¬ 


ters. t * 

The cost of making it is almost negligible. Hun¬ 
dreds and thousands of rupees can be represented by a 
few square inches of paper costing only a few pies. 
If they are roughly handled and, therefore, soiled and 
torn, they can be quickly and cheaply replaced by new 
ones. Thus it can be said that the loss by wear and 
tear is none for practical purposes. Gold and silver 
coins are hardened by a mixture of alloy to reduce 
their wear and tear, lut still they suffer a lot of loss 
in the ordinary course of currency and also at tne 
hands of the pilferers. Chemicals are often app ied 
to p-et a few grains of the metal out of' them. I he loss 
from these sources will he found considerable if it is 
calculated on the total number of all kinds ot coins 

that are in circulation. 
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If a convertible paper currency can serve exchange 
our poses so well and so economically, it appears a trait 
of'savagery to stick to gold and silver just because 

SU Szte appeals to the eye. ap«e «mm 
should be a better substitute for metallic one. those 
countries, that use this form of currency more and 
more, are economically more progressive. It is in tne 
countries that are still backward m the march of in¬ 
dustrial civilisation that metallic currency is held in 
higher esteem than the paper currency. But it must 
be admitted that metallic coins will always be needed 
in every currency system to be used as token money 

and serve for small transactions. 

§ 13. Monetary Standards.—1. Mono-metal - 

lism or Single Standard System.—A system of cur- 
rency under which one metal is used as a standaid ot 
value is called mono-metallism and the country is said 
to be a mono-metallist country. Some countries have 
adopted gold as the basis of their currency and they 
are called gold-standard countries, like France^ while 
others have silver as a basis of their currency (China). 
Gold currency, free and unrestricted, implies free 
coinage and free export or import of gold. If any 
restriction is imposed upon export of gold—an embargo 
on gold—the country ceases to be a free market for 
gold, and if the paper currency of the country can no 
longer be convertible into gold coins or bullion, the 
currency is ‘off gold’ or loses its ‘gold basis.’ 

2. Bi-metallism or Doable Standard System .— 
Under Bi-metallism two metals, generally eold and 
silver, are indifferently used as standards of value. 
It means free coinage of both silver and eold. the 
two standard coins having a fixed ratio of exchange 
between them. In U. S. A. gold and silver we^e 
coined on the same terms before 1873. A variety of 
bi-metallism was operating in France and the T-atin 
Monetary Union till the early “seventies.” Bi- 
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metallism can affect greater stability of prices in the 
country using it. It can also maintain a closer touch 
with price fluctuations in countries using double or 
single standard of either gold or silver, but the main 
difficulty in the smooth working of a double standard 
arises when one of the metals is over-valued and the 
coins of other metals which is under-valued, begin to 
disappear from the market. 

3. Sterling Exchange Standard .—India is a 
mono-metallist country with silver rupee as the 
standard of value, and paper currency convertible 
into rupees. For the purposes of external trade 
the Reserve Bank of India on behalf of the Govern¬ 
ment of India undertakes to supply pound-sterling 
at a rate which has been statutorily fixed at Is. 6 d. 
per rupee. It means that Indian currency is not 
convertible into gold either for internal or external 
purposes, but is irrevocably linked with English 
currency which itself is inconvertible into gold. This 
arrangement is called the sterling exchange standard 
and has been in force since September 21, 1931 when 
pound-sterling went off gold. 

4. Gold Bullion Exchange Standard .—Prior to 
this date when English currency was unhinged from 
gold, England had a modified form of gold standard 
called the gold bullion standard. Under this system 
though' pound notes were inconvertible into gold 
coins, yet they could be changed by the Bank of 
England into gold bullion. During this period too 
the Indian rupee was linked with pound convertible 
into gold bullion, hence the rupee became indirectly 
convertible into gold bullion and the system came to 
be known as the srold' bullion exchange standard. 
In addition, the Government of Tndia undertook to 
sell or buv gold in bars of 40 tolas at a fixed rate ot 
Rs. 21-3-10 pies Tier to In. Thus though India had 
silver currency, it could be converted into gold in 
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India as well as in England through exchange into 
pounds. It enjoyed indirectly, though not le & < . » 

the stability of gold basis. nre-War 

5 Gold Exchange Standaid .—In pic wa 

days England had a full-fledged gold ^an'lard n^. 

pound notes convertible into gold either foi >' ■ ' ‘ 

or external purposes and a free coinage. Indian 

rupee linked with pound, which was then as good a. 

wold became automatically convertible into gold and 

this system was known as the gold exchange standaid. 

R 14. Gresham’s Law.— During the reign of 
Queen Elizabeth an attempt was made to reform tlie 
currency system of the realm. Her predecessors had 
put into circulation a number of debased coins ami 
she tried to replace them by the issue of full-weigh 
ed coins. But as soon as these new coins were intro¬ 
duced in circulation they disappeared. Sir 1 honias 
Gresham, her financial adviser, noted and formulated 
this tendency and the law has since been named after 

him. 

The law states that ‘in every country where two 
kinds of legal money are in circulation, the had 
money drives out good money.’ Bv had money is 
not meant only the debased, clipped and counterfeit 
coins but it refers to all monev that is inferior or 
lower in intrinsic value as compared to good money. 
This tendency operates in the following wavs :— 

fH In a mono-metallist country where good and 
bad coins of the same metal circulate as legal tender, 
the had money tends to drive "ood money out of cir¬ 
culation.* It is seen that the fresh coins which have 
full weight and, therefore, are srood money are held 
hack, and the old, worn-out and lighter coins or had 
monev are passed into circulation. This tendency 
can he verified from personal experience of the 
readers. 
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(2) Another instance of this Law is seen in a 
country where a depreciated paper currency is in use 
along with full-valued metallic currency. Obviously 
a depreciated paper currency is bad money as it can¬ 
not be converted into as many coins as are represent¬ 
ed by its face value. Under the circumstances people 
will try to pass on depreciated notes into circulation 
and withhold metallic money as intrinsically it is 
more valuable. In these circumstances it is quite 
possible that there may come to rule two sets of prices 
in the market and more of paper currency may be 
required to purchase a commodity than metallic coins. 
There will be a premium or extra value attached to 
the coins. 

(3) Another application of the Law is seen in a 
bi-metallist country. If of two coins of gold and 
silver current side by side one becomes over-valued or 
bad money, it will drive the under-valued or good 
money out of circulation. Suppose the ratio of ex¬ 
change fixed by the currency authorities between gold 
and silver coins is 1 :16 while the same ratio is 
maintained in the market. Suppose the currency 
ratio is not altered though in the market one tola of 
gold becomes equal to 17 tolas of silver. Now, in 
the market one tola of silver is worth only one- 
seventeenth of a tola of gold in value, but if convei- 
ed. into a silver coin it comes to acquire one-sixteenth 
of the value of the gold coin. That is, the value or 
silver as a unit of currency is more than its value ;*s 
a piece of metal and thus it is over-valued as cur¬ 
rency and becomes bad money as against gold whic 
is under-valued as currency and becomes good monev. 
Here the tendency will come into operation. Peooie 
will take a gold coin, melt it, exchange it in the 
market for 17 units of silver, take them to the mm 
and receive 17 silver coins, 16 of which will fetcn 
a gold coin which will be thrown in the melting pot 
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• rpu* nvnppcc will l)i*i n$x so me profit to 
r p S" J £So““ S coira will £ 

< ‘hZ')s'h?< good money driven ool !-Cmd mm* 

are preferred to bad coins because 

intrinsic value than the bad ones. They will, tneic 

fore be more profitably utilized for the purposes 

other than currency. They will be elt her (fi ' 

and used for the purposes of art as the> contain 
more metal in them; or (it) they will be hoarded or 
(Hi) they will be exported for the same reason. n 
payment of foreign debts, a coin counts by weight 
and not by tale, and consequently a good coin will 

fetch higher value in such payments. 

S 15 Limitations of the Law.—The operation 
of this tendency is subject to the conditions noted 

below:— . . _ . . . . 

(i) If a person’s income is 311 st sufficient to meet 

his expenditure and leaves him no margin for savings, 
it is no use for him to differentiate between good and 
bad coins as all the coins will, be spent by him sooner 
or later. Similarly, if the total money, good and 
bad, in circulation is barely sufficient to meet the 
industrial and commercial requirements of a com¬ 
munity, good and bad coins will circulate side by side. 

(ii) Again, if in a mono-metallist country the 
unlimited legal tender is a token coin, as in India, its 
value in exchange will almost always be more than its 
intrinsic value. There is thus no temptation to with¬ 
hold slightly heavier-weight coins. As a matter of 
fact, the distinction of good and bad monev does not 
apply to rupee in the sense it applies to standard coins. 
If still people give preference to new coins over the old 
ones which they pass into circulation first, they are in¬ 
fluenced only bv greater brilliance of the new coins. 

(Hi) Lastiy, if the bad coin has been excessively 
worn-out or debased or clipped or defaced or coun- 
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terfeited, people refuse to accept it and as a result it 
is this kind of bad money that is driven out of circula¬ 
tion and not the good one which is accepted on all 
hands. 

§ 16. Indian Currency System.—The Indian 

currency consists of both metallic currency comprising 
coins of various denominations from the silver rupee 
down to the bronze pie and paper currency notes of 
value of Rs. 10000/- to Rs.5/- convertible in terms of 
rupees for internal purposes. For financing the fore¬ 
ign trade of the country, the rupee has been linked to 
the sterling at the rate of Is. 6 d. and the Reserve Bank 
of India has been entrusted with the responsibility of 
maintaining this ratio within narrow limits of 1 *. 


ij|d. to Is. 6i 3 g d. • i 

The present system is the outcome ot seveiai 

•hanges and improvements made from time to ti me * 
3 nly a few salient features of the historical back¬ 
ground are being noted here. A 

1-Metallic Currency— Historical records and 
archaeological finds have established the 'claims 
ndia having enjoyed gold and silver currency from 
indent times- though no uniformity of coinage seems 
,o have been observed for any appreciable lengtn oi 
ime. The old practice of commemorating the ascent 
,o the throne, a .victory over an enemy or annexatio fc 

,f a territory by striking a coin was obse ve g afc 
lown to the later middle ages with the Jesuit ; th, 
he beginning of the 19th century there were about 

me thousand coins of different denommations^weig t 
tnd fineness current in the country. This multipn 
:ity and variety of coins without any ^orm n 
,f value hampered trade and commerce and was pie.] 

licial to the growth of India’s prosperity. n j 

In 1818 g the . East India Company improved 

natters by declaring the Company rupee, ag g 

ts descent from the ‘tanka introduced by 
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in 1*33, as the standard coin in Madras Presidency. 
Later on in 1835 it was made sole legal tender for 
the whole of British dominions in India. This rupee 
weighed 180 grains eleven-twelfths line, that is, 
contained 165 grains of pure silver and 15 grains ol 
alloy. The Indian mints were also thrown open to 
the free coinage of silver and India became a silver 
mono-metallist country. 

But the mints had to be closed to the unrestricted 
coinage of silver in 1893 due to a rapid fall in the 
price of silver caused by heavy silver mining in 
America and discarding of silver as a money metal 
by some of the Central European countries. The 
standard rupee thus became a token coin, these 
coins began to be minted from 1900 and yielded 
seigniorage which was accumulated in a separate fund 
called the Gold Reserve Fund. The whole profit was 
invested in sterling securities in England. In 1906 
this fund was renamed as the Gold Standard Reserve, 
hoping that it will form a nucleus of a gold currency 
to be introduced in India. During succeeding years 
the question of introducing gold coins in India was 
thoroughly discussed by experts and was declared 
closed as gold currency was found unsuited to the 
needs of the country. The funds in the Gold Stand¬ 
ard Reserve were, therefore, absorbed in the London 
branch of the Paper Currency Reserve. 

Coinaqe of today .—The peculiar position of 
Rupee in India is interesting. It>s a token coin yet 
serves as a full-bodied or standard coin as along with 
the half-rupee it serves as an unlimited legal tender 
and the paper notes are convertible into rupees. • It 
is assisted for small change by four-anna piece or 
quarter-rupee of both of silver and nickel, two-anna 
piece and one-anna piece of nickel, and pice, half¬ 
pice and pie made of bronze. The coinage of nickel 
coins was provided by the Act of 1906 and the one- 
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anna piece was introduced in the following year, 
but the two-anna nickel piece was put into circula¬ 
tion in 1917-18 and the four-anna and eight-anna, 
nickel coins in 1919. The eight-anna piece was later 
on withdrawn from currency as it suffered in com¬ 
parison with its silver counterpart and could not win 
the public approval. 

The weight and fineness of the silver coins as 
maintained till 1940 are given below. 


Coin 

Total weight 
in grains 

Fine silver 
grains 

Alloy 

grains 

Rupee 

180 

105 

15 

Half-rupee 

90 

82 i 1 

71 

Quarter-rupee or four 

45 

411 j 

31 

nnnn-piece ... j 

Eighth of a rupee 
or two-anna-piece 

221 

205 

It 




In view of the rapid absorption of rupee coin lo 
hoarding the Government decided in 1940 that 
fineness.of one-half silver and one-half alloy should 

be adopted for a rupee, half-rupee and q uar ^ ; U P d 
silver coins. The rupee, therefore, ^ half-fine and 

now contains 90 grains of fine silver and g '°kin- 
alloy,- the eight-anna and four-anna pieces 

fng^portion.!,* * l»' ( * IT" “K me 

silver and .alloy of the rupee respect'vely The 
anna silver piece has been withdrawn from 
tion. The new silver coins have a secu , y t f e 
device consisting of a hollow edge groove in the cent, 
of the milled edge which is considered to be a 
tuallv absolute safeguard against counterfeiting. 

On account of war activity the demand for - 
coin greatly increased, and in 1942 was taken up the 
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minting of a half-anna coin which is a square coin 
with rounded corners, light in weight and conveni¬ 
ent to handle. In 1943 was issued a new design of 
pice having a small diameter and a circular hole in 
the centre, reduced in weight to 35 grains from the 
older pice of 75 grains. This was done to prevent 
hoarding of pice whose metallic value had gone up 
to make it worthwhile to hoard or melt it. 

§ 2. Paper Currency. —Though some form of 
credit money like Hundis have been in vogue in 
India, paper currency was practically unknown before 
the advent of the British Rule. The three Presidency 
Banks of Bengal, Madras and Bombay were permitted 
to issue notes but because these notes never enjoyed 
prosperity, the privilege was withdrawn from them. 
After passing of the Paper Currency Act of 1861 
the Government of India began to issue currency 
notes. The country was divided into seven currency 
circles with the currency offices located at Bombay, 
Madras, Calcutta, Cawnpore, Lahore, Karachi and 
Rangoon. Each office issued notes that were con¬ 
vertible into rupees only at the office of issue. 

The currency notes issued were of the denomina¬ 
tion of Rs.5, Rs.10, Rs.50, Rs.100, Rs.500, Rs.1000; 
Rs.5,000 and Rs. 10,000. These were convertible 
notes, the Government undertaking to pay cash to the 
bearer on demand at the office of issue. Each note 
carries a promise on behalf of the Government of 
India for such an encashment. In the beginning 
the encashment facilities were offered only at the 
office at which a particular note was issued but later 
on began the process of universalization under which 
notes could be converted into cash at any office of 
issue at the wish and convenience of the holder. 
First, five-rupee notes were declared ‘universal’, they 
were followed by 10-rupee, 50-rupee, and 100-rupee 
notes respectively. Lately all notes except that of 

F, 29 
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the highest denomination can be converted anywhere 
in currency offices, offices of the Reserve Bank of 
India, branches of the Imperial Bank of India and 

the Government treasuries. 

The rise in the volume of the paper currency in 
India has been remarkable and the process of univer¬ 
salization with prompt encashment has been mainly 
responsible in making the notes popular. The total 
circulation increased from Rs.7 crores in 1865 to 174 
crores in 1920 and 255 crores in 1940. During the 
last Great War notes of the value of Rupee one and 
Rs.2-8-0 were also issued but were later on withdrawn, 
having served their purpose of meeting increased de¬ 
mand for currency during the war boom. 

The one-rupee note again made its appearance i 
June 1940 but as a coin, a paper coin and not as a 
currency note. Because it is a coin, the ques , 
its convertibility does not arise; on the other hand the 
notes of all denominations from Rs.o to Rs l0 ’^ 
be converted in terms of rupeenotes. Its reapp e « 
was dictated by circumstances similar to those ol 
Inst War i.e.. to meet the increased trade and com 

mercial requirements, and also to . cll ' cl " ( 1 ^ C j i of 
embarrassing situation caused by serious hoarding 

rupee coins by certain section of the public. 

Since 1935 the issue and management c P P 
currency vests in the Reserve Bank of ^ia P 
suance of the recommendations of the Hilton * S 
Commission. The notes are issued by the Issue 
partment of the Bank which also niantamre ^ 
to ensure prompt convertibility of papei cui cy 
issues weekly reports of its liabihtiesand a sets 
general information in the form noted earner^ 

E Demonetisation of Currency Notes .-One of the 
evils resulting from heavy war time transaction 

‘jilack market’ and profiteering. The suppyofn 
being restricted and distributed under contiol system 



MONEY 


451 


by fixing the maximum prices and limiting the quan¬ 
tity saleable to purchasers, the articles were with¬ 
drawn from open market and sold to consumers secret¬ 
ly and at prices much higher than the ceiling fixed by 
the government. Such black market transactions 
brought enormous profits to businessman. There was 
also a strong suspicion that persons concerned in the 
supply and rationing of commodities and contract 
were not quite free from bribery and corruption. In 
order to bring such operations within the knowledge 
of the government and Taxing authorities in parti¬ 
cular, the demonetisation scheme was introduced. 

Saturday the 12th January 1946 was declared a 
bank holiday and banks and banking concerns were 
asked to submit the returns of their holdings of notes 
of Rs.500, Rs.1000 and Rs.10000. The following 
Sunday the Demonetization Ordinance was issued 
under which notes of Rs.500 and over ceased to be 
legal tender after 12-1-46. Monday the 14th January 
was again declared a bank holiday to prevent such 
notes being changed for notes of lower value at the 
banks. The banks were entitled to have their high 
notes exchanged for lower value notes at the Reserve 
Bank of India. The individual owners had to sub¬ 
mit an application in triplicate on the prescribed form 
to their bank, treasury or Reserve Bank giving details 
of high denomination notes which they wanted to be 
exchanged. This privilege could be enjoyed for 14 
days only after which the notes would be reduced to 
mere scraps of paper. 

3. Exchange Ration.—tLndia belongs to the 
sterling group of the countries, its currency having 
been linked to sterling in 1927 aft the rate of a rupee 
equal to Is. 6d. This system is called the sterling 
exchange standard.* Hardly any currency problem 


* See “ Monetary Standards,” Section 13 above. 
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has exercised the public mind in India to the extent 
done by the ratio controversy. Started in 1926 after 
the appointment of the Hilton-Young .Commission the 
controversy does not lack enthusiasts even now, though 
the Government of India has unequivocally pinned its 
faith to Is. 6d. ratio as against Is. 4d. or any lower 
rate and from its point of view the matter is consider¬ 
ed to be closed. The question whether there should 
be any exchange rate at all “pegged” to sterling ,is 
also sometimes raked but the consensus of opinion is 
in favour of a fixed ratio, rather than a fluctuating one 
as a pegged exchange guarantees stability in the for¬ 
eign trade of the country and obviates speculation from 
the budget of the Government of India. 


EXERCISES 

1. Define ‘ monev ’ and in the light of your definition 

discuss whether the following are money:—(i) V' ce > 
(ii) traveller’s cheques, (iii) gold dust among gold miners, 
(iv) ration coupons with the labourers in a camp. 

2. Enumerate the qualities that a money commodity 

should possess to he a good medium of exchange. • 9 

gold and silver been universally accepted as money metal. . 

3. Explain:— 

“ Money is a matter of functions four. 

A medium, a measure, a standard, a store. 

4. Classify money into different types and give three 
examples of each variety. 

5. What profit does a counterfeiter make ™ al ^ a t 

rupee ? What is the seigniorage °° a yf7 n e '^ e rnm ent or the 
gains or losses will accrue to the Indmn oinaffe 0 f rupees 
public if the mints are declared open for the co g 

of to-day? « 

6. Distinguish between:—(i) Debasement ^d 

ciation ; (ii) Brassage and : ( a Ja Bullion. 

Gratuitous Coinage; and (iv) Standard Coi 
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7. Can we measure the value of money as we measure 
the price of other economic goods? Does the value of money 
also fluctuate? How? 


8. Describe the effects of changing prices on different 
'sections of population. Do you like rising prices or falling 
prices and why ? 


9. "What are Index Numbers and what purposes do they 
serve? Give the precautions to be taken in preparing them. 

10. Enumerate the advantages of paper currency over 
the metallic one. Can you give reasons why the paper 
currency is not so popular in India? 

11. What is Gresham’s Law. Explain how it operates. 

12. What is the standard of value in India? Iiow is 
the value of rupee for external purposes maintained? 

13. Give an account of the Indian Currency System. 
Suggest improvements. 


CHAPTER VIII 


CREDIT 


§ 1. What is Credit?—In a sale and purchase 
transaction, the act of exchange is completed as soon 
as the commodity is received by the purchaser and is 
price by the seller. The presence and help of ready 
money in completing this double transfer of money 
and commodity is indispensable, blit sometimes a pei- 
son has either no cash or too little of it to pay promp y 
for the commodity he desires to buy. The shopkeeper 
may accommodate the customer if in his past dealings 
he was either promptly paid for the articles sold 01 e 
received payment at a later date fixed for such a pa)- 


This privilege or accommodation permitted to the 

buyer to pay at some future date for the commodi y 

received today, is called credit. 

A credit transaction is a protracted exch (I 

because it is not completed at the time the uyer r 
ceives the commodity from the seller; it ls ,en f“ e ? e “ 
out or prolonged till the time when the sellei 
full payment of the price from the buyer A ere 

transaction differs, therefore, from the sae a P 
chase exchange in being based upon the confidence . / 

the customer and in having an element of 
If A buys a gramophone from B end pa vs ready • . 
B needs have nothing by way of confidence in^ 
honesty; the transaction is at the same time 1 
immediately. But if B allows A to P-W Rs-25 f or W 
gramophone in the course of 60 days, B allows hnn 

credit to the extent of Rs.25; and the sale andju^ 

chase of the gramophone will remain inco P 
60 days later when B receives full payment of its 


price. 
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§ 2. Credit Instruments.—When a customer 
buys something on credit, usually he leaves with the 
seller a token or proof of the deal or a written promise 
to pay the sum at a future date. Such written pro¬ 
mises to pay are termed Instruments of Credit. 
There are several types of credit instruments as Pro¬ 
missory Note, Cheque, Bill of Exchange, Hundi and 
Banker’s Draft. 

The simplest instrument of credit containing the 
buyer’s promise to pay the seller a certain sum ot 
money for value received after a period of time is a. 
promissory note. Here is a specimen. 

1. Promissory Note 

Rs. 125/- Benares, February 25, 1040. 

Two months after date 1 promise to pay 
Messrs. Gramophone Stores, Benares, or 
order, the sum of rupees one hundred and 
twentv-five only for value received. 

V V' 

N. Singh 

The expression ‘for value received’ proves that 
the promissory note has been made out in lieu of pay¬ 
ment for a genuine transaction and that no force or 
fraud has been practised on Mr. N. Singh. 

Promissory notes are written also by the borrowers 
of money in fovour of their creditors. ‘Even the Gov¬ 
ernment of our country, like almost every other gov¬ 
ernment, raises funds on such promises to pay them 
back after a definite period of time. 

2. Cheques 

Another instrument of credit gaining greater 
popularity in modern times is a cheque. A cheque is 
a written order issued by a depositor to his bank to 
pay an amount of money specified therein to a person 


STAMP 

ANNAS 

THREE 




456 


FIRST PRINCIPLES OF ECONOMICS 


whose name is entered on it. It is an unconditional 
order which the bank must obey if the depositor has 
enough money to his credit with the bank. The per¬ 
son who writes a cheque, is called the Drawer; the 
bank on whom the cheque is drawn is called the 
Drawee; and the person in whose favour the cheque 

is drawn, is called the Payee. 

The payment for a cheque can be received on pre¬ 
senting it at the bank’s counter and signing it as an 
evidence of having received payment. If it is a 
‘Bearer cheque ,' any person, whether he is the rign - 
ful payee or not, may receive payment. The bank 
cannot be held responsible for the payment to a wiong 
person in case of a bearer cheque, do make it an 
‘Order cheque’ by striking the word ‘bearer’ and 
writing in the word ‘order,’ is a secure form of pay¬ 
ment, as in this case the payee will have to turnis 
identification. The safest way is to cross a cheque by 
drawing two parallel lines across the face of it. no 
prompt cash payment can be made for it even it tne 
payee presents it to the bank. Merely a transfei o 
the sum mentioned in the cheque will be made irom 
the account of the drawer to that of the payee. i 
the payee wants to draw the money, he will be requir¬ 
ed to draw a fresh cheque, in his own name. r 
may “endorse” the cheque that is transfer the ngni 
to receive payment in favour of his creditor bv 
ing on the back of it ‘Pay to Mr. A. B. C.’ and affix¬ 
ing his signature and the date. # 

The specimen of a cheque is given hereafter. . 

The section on the left is the counterfoil to be 
retained as a memorandum, while the section on 
right is the cheque proper. Mr. G°pin a th is th 
drawer . and the Benares Sub-agencv of Allahabad 
Bank Limited is the Drawee with which M*-^P, 

nath keeps an account and the 0nen ‘ a , I ;, f was 
ance Company Limited is the payee. The cheq 



CREDIT 


457 





K 




458 


FIRST PRINCIPLES OF ECONOMICS 


originally printed as a ‘bearer cheque,’ but for the 
sake of safety it has been crossed with an ordinary 
crossing by writing the words Co.’ between the 
parallel lines. 

Nature of a Cheque .—A cheque is more of the 
nature of a cash payment than other credit instru¬ 
ments. If a cheque is drawn on real deposits that 
exist and accepted by the payee, in ordinary course 
the transaction has come to an end. The exchange 
will be regarded as incomplete only when (for one 
reason or the other) the cheque is dishonoured because 
there is not enough money in the account of the 
drawer to pay for the cheque. Nevertheless the suc¬ 
cess of a cheque as a medium of exchange is based 
upon the confidence which the payee has in the 
honesty of the drawer. And there is an element of 
time, howsoever short, between the transference of a 
commodity and the transference of its price in legal 
currency. The cheque drawn by a person of sound 
means and high reputation in the market is as good 
as money, but it is not money after all, and there ies 
the element of confidence and the element of time 
which intervenes before the payee gets it encas e 

at the bank. 


3. Bill of Exchange 

A promissory note or a cheque is used both foi 
personal and commercial transactions; a bill o 
change is used for commercial purposes only, 
a written request made by A to B to pay a . 

sum of money to C. Generally B isadebtorto 
and A a debtor to C and both these debts can be can 
celled by one payment by B to C provided the 
debtedness in each instance is to the same exte t 

If B owes A Rs. 1,000 in payment of g 
bought from him and has been allowed a n 
time in which to make payment, while A owes the 
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same amount to C from whom he has bought goods on 
one months credit, A will draw a hill of exchange 
on B to the value of Rs. 1.000 to he paid to C one 
month after he gets this written request. In this 
case the bill will read like this : 


Stamp 
-n Si- 


Bill of Exchange 


R?. i.ooo/- 


One month after 
or order the 
one thousand 



To Mr. B. 




Allahabad 
March 24. 1940 

date pay to Mr O. 
sum of rupees 

for value received. 


Sd. A. 


Mr. .4, who draws the bill, is the drawer or the 
maker of the bill; B , on whom it is drawn, is the 
drawee; and C, in whose favour it is drawn, is the 
payee. After properly drawing the bill, .4 will send 
it to C who will present it to B for acceptance, it 
B has no objection to paying the amount to C, as he 
will have none in this case, he will write the word 
“accepted” on the space provided for between the 
lines drawn across the face of the bill. As he has 
an account with the Imperial Bank of India, he will 
like C to receive payment at the Benares branch of 


that bank. 


Time Bills and Sight. Bills. —That kind of bill 
which allows a period of time after which the 
drawee is expected to make the payment is called 
a time bill. A bill may be drawn to he paid for on 
presentation. Such a bill is called a Sight Bill. It 
is drawn exactly as the time bill except that in place 
of the expression ‘one month after date’ will be sub¬ 
stituted the words ‘on sight’ or ‘on presentation.’ 

Every bill has to be presented to the drawee for 
acceptance or giving liis consent to its payment. Un- 
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less the bill has been accepted it cannot become valid. 
This Bill is a time bill as one month’s time is allow¬ 
ed to B at the end of which period he must pay. As 
a matter of fact the customary 3 days of grace will be 
allowed in addition to the time mentioned on the 
bill. This time is to be calculated from the date 
the bill has been presented to B and accepted by 
him. 

On being accepted, a bill becomes a Negotiable 
Instrument which can be used in payment of debt or 
can be discounted. C will receive payment after a 
month and three days; but if he wants money to¬ 
day, he may take it to a bank, probably his own 
bank, and have it discounted there, i.e., get its 
present value, after one month and three days 
interest at the market rate has been deducted, from 
the sum. Here the hill not only clears two debts, of 
B to A and of A to C, it becomes an investment to 
the bank and a convenient source of getting ready 


money to C. . 

A bill of exchange serves as a means of payment, 

not only among persons residing in the same country, 
but also among persons belonging to different coun¬ 
tries. In the latter case the service rendered by a 
bill—Foreign Bill of Exchange as it is called 
greater, cheaper and more expedient. Payments 
debts to persons belonging to the same country < 
be made by other means too, like sending money 
orders or under insured covers but such mean 
either costly or inconvenient when payments ha e to 
be made to a foreigner in his own cou " tr -' n At 
rates are much higher for foreign ieml 'f j, is 

the same time a foreigner requiring payment^of ^ 

dues in the currency of his own c°untry ^ann 
paid by his debtor who uses a totally different 
rency. A foreign bill of exchange is the best mean 

of payment in such cases. 
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How a Foreign Bii>l of Exchange Works 


Abdul La tee f 
Exports hides 
worth Rs. I,0u0 


Creditor to 


Footwears Ltd., 


Cuwnpore 


London 


Jugal Kishore 
Imports tobacco 
worth £75 


* 

Debtor to 


Arcadian 
Tobaccj Co., Ltd 


Abdul Lateef of Cawnpore exports hides worth 
Rs. 1,000 to Footwears Ltd. of London, who are, 
therefore, debtors to Abdul Lateef. Jugal Kishore 
of Cawnpore imports tobacco worth £75 from Arca¬ 
dian Tobacco Company of London and is debtor to 
them to that extent. (As the present rate of ex¬ 
change £75 is equal to Rs. 1,000.) Abdul Lateef 
will draw a bill of exchange on Footwears Ltd. for 
Rs. 1,000 either in his favour or he may draw it 
in favour of Jugal Kishore if the latter requests 
Abdul Lateef to sell him a bill of exchange on some 
firm in London as he himself has to make payment to 
Arcadian Tobacco Co. of that city. The bill will be 
a timebill of probably 60 days or 90 days. It will 
be sent to Footwears Ltd. if it is drawn by Abdul 
Lateef in his own favour and received back after it 
has been duly accepted. Abdul Lateef will most 
probably have it discounted with some bank at 
Cawnpore and get its present worth in cash. The 
bank will probably sell it to somebody else or wait 
till the date of maturity and receive payment from 
the drawee through some of its correspondent in 
London. 

If it was drawn in favour of Jugal Kishore at 
his request, that is usually the course adopted by 
Indian merchants in buying bills. Jugal Kishore will 
make payments to Abdul Lateef—it being its dis- 
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counted value—and having endorsed the bill .in 
favour of his creditors, Arcadian Tobacco Co. will 
send it to them. They will present it to Foot-wears 
Ltd. for acceptance, and then either have it dis¬ 
counted at a bank in London, or wait till its matu¬ 
rity for payment which will be made by Footwears 
Limited. 

Thus Abdul Lateef gets payment in Indian cur¬ 
rency from Jugal Kishore instead of from Foot¬ 
wears Ltd., and the Arcadian Tobacco Company gets 
payment in English currency from Footwears Ltd., 
instead of from Jugal Kishore. Both the debts have 
been paid by one bill of exchange. There was no 
need to send gold f^om London to Cawnpore and’ 
from Cawnpore to London. Thus the use of money 
has been economised. And the payment of debts 
has been completed at the lowest possible cost ot 
sending a letter from Jugal Kishore to Arcadian 

Tobacco Co. 


4. Hundi 

An inland bill of exchange in India is called a 
Ilundi. The Hundi system has been popular among 
Indian merchants for ages and the establishment ot 
commercial banks has further facilitated its use its 
functions are the same as those of a foreign bill of 
exchange, but it is used for the remittance of money 

ing in S alone. Below isgiven in Roman char¬ 
acters the popular form of a Hundi. 


Ramnath 

Gorakhpur 

Sliyamnnth 



Number 17 
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Swasti Shree Ajmer Shubhsthane Shree bhai 
Mohan Lai Balmukund vatha yogya jog likhi Gorakh¬ 
pur seti Ramnath Shyamnath ka Jai Gopal banchne. 
Age hundi qita ek ap uper kiya rupayya 400 char 
sau ka adha rupayya 200—do sail—ka doona dena. 
Yahan rakkha bhai Ram Kumar Sitaram pas. Pahun- 
chne ke sath nam shaha jog rupayya hundi patay 
chalan chaukas karke dena. 

Miti Paush Sudi Dashmi. Sambat 2002. 

Hastakshar 
Ramnath Shyanmal h 

. V 

5. Banker’s Draft. 

It is a bill of exchange drawn by a bank upon 
some other bank or its own branch at a different 
place whether inland or in a foreign country, if 
iBaliiiakund of Agra has to send money to Chandra- 
bhan of Lucknow and does not want to bother 
about buying a hundi, he may go to a bank, make 
Dayment of the money he wants to remit and a 
ittle commission to the bank, and get a banker’s 
draft. It will be drawn by the bank at Agra on its 
branch or some other bank at Lucknow, with which 
it has dealings, in favour of Chandrabhan. Bal- 
makund will send it to Chandrabhan who will get 
the sum of money specified in the draft on present¬ 
ing it to the local bank. Banker’s drafts are gene¬ 
rally sight drafts intended to make prompt payment. 
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A specimen is given below. 

No. 16256 6 Agra j}fc»tS 27 , 


Rs. 500/- 


<D 

c 

O 

Central Bank -of India Limited 

a 

ci 




1941 


Pay to 


or order 

Rupees 




> 

.and place 


X 

the same to account of the Central Bank Limited. 


To, The Sub-agent 
Central Bank Ltd. 

SOL* 


s 

05 


note* 


<1> 

C 

P 


For the 

Central Bank Limited 

jr jgr jh : 

The draft is drawn by the Central Bank Limited 
on its own branch at Lucknow. The expression 
‘under Rs. five hundred and one’ is intended to sale- 
guard against the payment of any sum in excess 0 

RS ’ 5 8°3. Uses of Credit.— H) Credit economizes the 
use of metallic currency. Credit instruments 
substitutes for currency, and the greater the ‘ 
to which they are used, the greater is the economy 
in the use of currency. It is a cheaper and 

convenient form of currency than the tjL 

tender, (it) Credit finances trade and industry whmh 

would otherwise remain undeveloped, by " g 

businessmen huge loans at low rate o ^ 

(Hi) Credit increases the productivity of P 
Idle or petty savings are collected by banks ^ P ^,_ . 
ed on to capable businessmen to be profitably e 
ployed, (iv) Though capital is the basis of credit 
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and, therefore, credit cannot create or increase capi¬ 
tal, yet credit does increase the productivity of 
capital by multiplying its use manifold. A bank 
on the basis of deposits worth Rs.100/- can advance 
credit to the tune of Rs. 1,000/- thereby helping 
capital to perform enormous services for the time 
being, (v) Credit is indispensable for international 
trade and commerce as payments for goods import¬ 
ed and exported can be easily and cheaply made by 
means of bills of exchange. 

§ 4. Banks.— 

Functions of a Bank.—Banks are the institu¬ 
tions of credit. Their main function is the creation 


of credit by borrowing and lending, and its produc¬ 
tive utilization. In modern industrial production 
the need of capital is great, so great that a producer 
on a. large scale will usually depend upon borrowed 
capital to run his business.' The bank can provide 
him the required some of money in one place and 
save him the trouble of approaching individual 
lenders. This service bank is able to render because 
it borrows money from big and small lenders, collects 
it into huge amounts, and out of them lends to its 
clients. 


Borrowing by a Bank 

A bank borrows by a way of receiving deposits 
which are of three types. 

Fixed Deposits. —’Sometimes a bank receives 
deposits on the understanding that they will not be 
withdrawn for a certain length of time, say, for 3, 
6 , 9, or 12 months or for even longer periods. These 
deposits are called Fixed Deposits or Time Deposits. 

Current Deposits. —Money can be deposited 
under Current Accounts on which the depositor can 
draw any time without giving any notice to the bank, 
f J hls Privilege is not enjoyed in fixed deposits which 

F. 30 • 
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may not be withdrawn before the expiry of the period 
for which the money was originally deposited. 

Savings Bank Deposits are meant for the poorer 
clients to encourage them to save their little bit and 
earn some interest on that. The right to withdraw 
from savings accounts is allowed once or twice a 
week though there is no limit to the number of times 
a person may deposit fresh sums of money in his 


account. 

Interest is allowed to the depositors on the fixed 
deposits and savings deposits as the bank can lend a 
portion of these to its borrowers and earn interest. 
A very small percentage of current accounts can be 
so invested and therefore banks usually allow no 


interest on current deposits. . 

Lending by a Bank.— The above deposits and 

share capital provide money to the banks which in¬ 
vest it in government paper or lend to commercia 
houses. Advances are made on the security ot com¬ 
mercial paper, bonds, stocks, shares, jewelleiy an 
Poods, property and personal surety of men ot means 
and credit in the market. Interest is charged on 
these loans which forms the main source of income to 
the banks. Bills of exchange and hundis are also 
“discounted” and they provide a common and prov¬ 
able means of income to them. In lend mg mo ^ 
bank only permits the borrower to draw cheques 

it up to‘the amount of the loan agreed Tr m onev 

unlike private creditors, it does not hand over m y 
to him. As cheques drawn are often \ heir 

accounts, a bank adjusts accounts by book transfe ^ 
It can thus lend several times the amount of ^ 

money it uses as working capital. In I 
cheque system is not so developed, a. am 
about 4 to 5 times its cash against 10 times in 

land and U.S.A. 
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In addition to lending of money, a bank per¬ 
forms several other functions. It supplies inland 
and foreign means of remittance of money by issuing 
banker’s drafts and accepting bills of exchange. A 
bank will act as a trustee or an executor of wills and 
decrees on commission. It undertakes the safe 
custody of valuable papers, jewels and ornaments, 
and charges remuneration for this service. A bank 
may issue currency and act as an agent of the govern¬ 
ment like the Reserve Bank of India in this country. 

The services of the hanks are not confined to 
creating of credits and leading to a more profitable 
use of money only; they also help in economizing the 
use of money to a great extent bv introducing the 
cheque system. Money is kept with the banks and 
when cheques are drawn against it, no money actually 
passes from the hand of the drawer to that of the 
payee. Only a book transfer is made from the ac¬ 
count of the former to that of the latter. This eco¬ 
nomy can be multiplied if the cheques are endorsed. 
The greater the number of endorsements, the greater 
is the number of payments that can be made by one 

cheque, and the greater is the economy in the use of 
money. 


EXERCISES 

nf J/, f GiV r th i e m !? nin " ° f . ‘ credit ’ and an ‘ instrument ’ 
o li 1 ?' 1111,1 w ? r l\ m q of two of such instruments. 

* i ls . a °* Exchange and how does it differ 

horn a hundi and a cheque? Why should it he so popular 
u hen other means of payment are available to people? 

With \vl il 1 ^ Cr *1 ateS i CUrreUCy - Cre(lit econ °mizes currencv. 
With "Inch of the above statements do you a<*ree? Show 

country! ^ “ ** foumlation of economic development of a 

payment'Tn ^ ? ifferent “ethod* are available to you in making 
payment to a person residing in a distant city in India? 
Inch one will you prefer and why? 

5. Enumerate the functions of a bank. Estimate its 
services as an institution of credit. 1 


CHAPTER IX 


BANKING IN INDIA 

§ 1. Types of Banks in India.—The banking 
organizations of our country can be divided into 
two groups : those financing commerce and industry 
of the towns and cities, and those that finance agri¬ 
culture and small-scale industries of the villages. 
The first group includes (i) Commercial or Joint- 
Stock Banks, (ii) Exchange Banks, («?) Industrial 
Banks (iv) The Reserve Bank of India which is in 
a class by itself, and (v) Shroffs. The second group 
consists of (i) Cooperative Credit Societies («) Land 
Mortgage Banks, and (Hi) Mahajans and Sahukars. 

A Commercial Finance 

S 2. Commercial or Joint-Stock 

Though a. beginning in the western type of banking 

was made in 1806 by the establishment of the Ban 

of Bengal, followed later on by the other satis- 
dency Banks of Bombay and Madras, a real y sat 

factory start was not made till 1906. Due to P 

growth in the economic development o f > the co 
since then, the scope for banking in India , v 
and the banks showed astonishing p o ry 

continues even now, though there was a temporary 

setback in 1923. 

Indian Joint-Stock Banks 


Year 

1872 

1906 

1939 

1943 


(In Lakhs 

of Rupees) 

Capital 

Reserve 

14 

2 

133 

56 

825 

530 

% 

18G7 

780 


Deposits 

27 
1155 
10073 
33899 


4G8 
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Out of the present 35 Joint-btock Banks the 
six most important ones are the Allahabad Ban' 
Limited, the Central Bank of India Ltd., the Pun¬ 
jab National Bank Ltd., the Bank of India Ltd., 
the Hindustan Commercial Bank Ltd., and the 
Bharat Bank Ltd., which together possess more than 
half of the working capital and three-fourths of the 
total deposits enjoyed by all the Indian Joint Mock 

•Banks ^ 

§ 3. Exchange Banks— The establishment of 
exchange banks and their growth in India is linked 
with the expansion of India's foreign trade, harly 
exchange banks opening their branches here were the 
English banks as England enjoyed predominant posi¬ 
tion in our foreign trade. With the advent of 
other foreign countries into India’s international 
trade relations, their principal exchange banks also 
opened heir branches. Originally these banks con¬ 
fined their business to financing of India’s foreign trade 
by Purchasing and discounting foreign bills of ex¬ 
change. But recently most of them have begun to 
make an increasing part in attracting Indian depo¬ 
sits and financing internal trade as well at the 
places where their branches are situated. In 
this respect they are proving dangerous competi¬ 
tors and are checking the development of purely 
Indian banks. The 18 exchange banks, of which the 
more important ones are Lloyd’s Bank, National City 
'Bank of New York, P. and O. Banking Corporation, 
and National Bank of India, have extended their 
business to the extent of securing almost equal de¬ 
posits with Indian banks. These in 1943 amounted to 
Rs. 14019 lakhs as against Rs. 33899 of those of the 
Commercial Banks. In 1936 an Indian-owned and 


For functions of the Commercial Banks, see the preced¬ 
ing chapter. 
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managed Central Exchange Bank of India was start¬ 
ed in London as a pioneer to Indian banks in this 
line but it could not exist longer than a couple of 
years and has since been merged in the Westminster 
Bank of England. Foreign exchange business is a 
risky one and requires huge resources and efficient 
training. The Indian enterprise seems to have over¬ 
looked this side of banking, though it would be in 
the fitness of things that Indian banks should parti¬ 
cipate in financing the country's external trade in 
addition to controlling the finance of her internal 
trade and commerce. 

§ 4. Industrial Banks. —These receive fixed 
deposits for long period and lend money to indus¬ 
trialists for long period to enable them to construct 
buildings and purchase machinery. They also under¬ 
write the shares and debentures issued by such con¬ 
cerns and thus provide them with working capital. 
This service of underwriting consists in lendig the 
bank’s name to a loan floated or shares issued by a 
company with an undertaking to purchase that por¬ 
tion of the issued capital which remains unsubscribed 
by the public. Commercial banks cannot extend 
loans for longer than 6 months to industrialists as 
they do not receive deposits for long periods and, 
therefore, for industrial expansion of the country 
the industrial banks are essential. But unfortunate y 
there is no substantial industrial bank working in 
India. The Tata Industrial Bank, among a tew, 
floated some time back, did some business for 5 y e |7 s 
but was ultimately wound up and merged in e 

Central Bank of India in 1923. 

The U.P. Industrial Finance Committee under 

the chairmanship of the late Sir Pochkhanwafa ie- 
commended in their report in 1935 the establishmei 
of (a) the U. P. Industrial Credit Bank Limited wit 
a capital of Rs. 25 lakhs in order to advance loans to 
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major and minor industries for the purchase of raw- 
materials and machinery and (b) the establishment 
of the U. P. Products Financing and Marketing Co.# 
for assistance in the disposal of the finished products 
of specially minor and village industries. In pur¬ 
suance of these recommendations has been started the 
U.P. Industrial Financing Corporation with a 
capital of Rs. 10 lakhs. It has a board of seven 
directors three of whom are the U.P. Government 
nominees. Its object is to extend financial aid to 
industries struggling for their existence and also 
encourage the floating of fresh industrial enterprises 

in the provinces. 

§ 5. The Reserve Bank of India.—The need 
for a central banking institution had long been tell 
in India to develop the currency and credit structure 
of the country on national lines and regulate them 
according to the needs of her commerce and industry, 
in addition to regulating foreign exchange and 
supply easy credit to agriculture. With a view to 
achieve these objects and also as the fulfilment of a 
preliminary condition to the estahlishment of Federa¬ 
tion in India, a bill instituting the Reserve Bank of 
India was passed in 1934. The Bank actually came 
into existence on April 1, 1935 and began function¬ 
ing orn July 4, of the same year. 

1/§ 6. Constitution and Management of the 
Bank.—It is a joint stock bank with a share capital 
of Rs. 5 crores divided into 5 lakhs of shares of 100 
each fully paid up. The general superintendence 
and direction of business are entrusted to a Central 


Board of Directors constituted of (?) a Governor and 
two Deputy Governors appointed by the Governor- 
General-in-Council, (/?') four directors nominated 
by the same authority, (Hi) eight directors elected on 
behalf of the share holders, and (iv) one Government 
official nominated by the Governor-General-in-Coun- 
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til. Tiius the management of the Bank is shared by 
Hie Government of India and the public. Each of 
*he five areas of Bombay, Madras, Calcutta, Delhi 
and Bangoon have a Local Board consisting of five 
members elected by the shareholders from among 
themselves and not more than three members nomi¬ 
nated by the Central Board from that very area, 
b ile liOeal Boards advise the Central Board on 
special matters and perform such duties as are dele¬ 
gated to them. 

$ 7. Functions of the Bank.—(1) It is the 
(iorrnri/n itt Haul;, (a) It accepts money on deposits 
without interest from and collects money on behalf 
of the Secretary of State in Council, the Governor- 
Gencral-in-Couneil, Local Governments, States in 
India, and Local authorities, (b) It acts as an.agent 
of Government for all kinds of banking business and 
manages the public* debt, i.e., its floatation, payment 
of interest thereon and redemption thereof. 

(2) It is the hunk of Issue .—It is at present 
issuing the notes of Government of India supplied 
to it ! y the Governor-General-in-Council, but it will 
soon issue its own notes. It will be the only bank 
enjoying the privilege of note-issue, and shall main¬ 
tain reserve to ensure their convertibility. It shall 
publish every week the report of the Issue Depart¬ 
ment which will he maintained independently of the 
Banking Department. 

(3) To maintain the stability of foreign ex¬ 
change value of Indian rupee, the hank shall seH 
st(fling on London in amounts of not less than 
Cl0.000 at a rate not below lsh. 5 49/G4d. for a 
rupee and shall also bnu sterlinn worth not less than 
1*10.000 at a rate not higher than lsh. 6 d. for a 
rupee. Tims the exchange value of rupee will no 

I e permitted to vary beyond these limits. 

(4) It is the Iiunkcrs' hunk. —It will not be 


a 
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competitor of the banks of the country but will act 
as their guide, friend and philosopher by tendering 
them expert advice, coming to then; help in times ol 
financial crisis and generally coordinating and regu¬ 
lating their policies. . . 

(?) Each Schedule Bank—bank having paid-up 

capital and reserves of aggregate value of Hs. 5 lakhs 
and over—shall maintain a reserve with this BanK 
of at least 5% of its demand liabilities and 2% ot 
time liabilities. Such banks shall also furnish week¬ 
ly statements of ther liabilities to this Bank ior its 
information. 

(ii) It acts as the bank of re-discount, and the 
banks can borrow money from it on the security of 
Government paper, stocks and shares, hundis, bills 
of exchange, and gold coin and bullion. 

(iii) It acts as a ‘clearing house’ or clearing 
hank’ for all other banks. Each member bank keeps 
an account with the clearing bank and day-to-day 
mutual indebtedness of the banks arising out ot 
cheques and bills drawn upon them by each other, is 
cancelled. This clearing service is a great econo¬ 
miser of money as the inter-bank debt is paid bv mere 
book entries in the Reserve Bank's accounts without 
any money actually passing from bank to bank. An 
idea of the extent of clearing business may be 
judged from the fact that cheques worth 
Rs. 50,64,91.00,000 were cleared during the year 
1944 in the clearing houses of Calcutta, Bombay, 
Madras, Colombo and Karachi alone. 

5. Agricultural Credit Department .—The Bank 


was expected to create a special Agricultural Credit 
Department (i) to maintain an expert staff to study 
all questions on agricultural credit from every avail¬ 
able source; and (ii) to co-ordinate the operations of 
the Bank in connection with agricultural credit and 
its relations with provincial co-operative banks and 
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other banks or organizations engaged in the business 
of agricultural credit. Mr. M. L. Darling, I.C.S,; 
who was entrusted with the task of inevestigating 
the ways and means that the Bank could adopt in 
implementing its above responsibility, submitted his 
report in 1085. In 1037 the Bank in a statement 
pointed out that it could take only a limited interest 
in the development of rural credit and that too when 
the past debts of the cultivators be reduced within 
their means of payment and the cooperative move 
ment be rehabilitated by discouraging long-term 
agricultural finance. Then the Bank will be pre¬ 
pared to recognise a licensed money-lender as a 
signatory in the two name papers that could be sub¬ 
mitted by tlie scheduled banks for discounting with 
it. This offer of assistance is much below what the 
Bank can do in promoting cheap rural credit with¬ 
out shouldering any undue risks. 

6. Forbidden business .—The Bank is forbidden 
to undertake certain types of business to avoid un¬ 
necessary risks and to maintain its status as the 

premier bank of the country. 

(/) It cannot engage in trade or otherwise have a 
direct interest in anv commercial, industrial or othei 

undertaking. 

(//) It shall not purchase its own shares or shares 
to any other bank or company or grant loans on the 

security of any such shares. 

(//V) It shall not advance money on mortgage « 

immovable property. 

(/>) It may not make advances or loans. 

(c) It mav not draw or accept bills pa\a e 

otherwise than on demand. 

(ri) It will not allow interest on deposits 0 

current accounts. _ , 

$ 8. Agreement with the Imperial Bank oi 

India.—In view of only a few offices of the Resene 
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Bank having been opened, an agreement has been 
made with the Imperial Bank of India according to 
which the Imperial Bank will act for 15 years in the 
first instance as the sole agent of the Reserve Bank 
at all its branches and will receive remuneration at 
the rate of 1/10 rupees per cent on business done up 
to Rs. 250 crores and 1/32 per cent on excess thereof. 
It will be paid during this period Rs. 05 lakhs for 
maintaining its branches wherever they existed at the 
commencement of the agreement to run the Reserve 
Bank business. (The Imperial Bank of India thus 
ceases to be the Government bank, the position it 
held since its inception in 1921. It, of course, i$ 
the biggest commercial bank constituted in India, 
with 14 years’ experience of commercial and Gov¬ 
ernment business and now the additional prestige of 
acting as the Reserve Bank's agent on highly 
remunerative terms.) 


B. Agricultural Finance 

1. Co-operative Societies 

In spite of the recent industrial development of 
the country, agriculture still forms the mainstay of 
Indian population. It is the biggest primary in¬ 
dustry in the country, while at the same time it sup¬ 
ports the transports and several manufacturing in¬ 
dustries. The successful financing of agriculture, 
therefore, is a problem on the solution of which the 
economic progress and prosperity of the entire 
country-depends. 

§ 9. Cooperative Societies. —The introduction 
of the Cooperative movement under the Co-operative 
Societies’ Act of 1904, and as amended in 1912, has 
proved a great boon to agricultural finance. Though 
primarily intended to supply easy and cheap credit 
to farmers, it has come to embrace various other 
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productive, distributive and social activities in our 
village and town life. 


What is Co-operation? 

It is difficult to give a comprehensive definition 
of Co-operation with all the principles and salient 
features of the movement. In the economic sense it 
has been defined as an organization of the isolated 
and powerless individuals who wish to reap the 
material advantages enjoyed by the rich and power¬ 
ful persons by mutual help and moral support. It is 
an association of the weak formed on the basis of 
equality and democracy and directed to the promo¬ 
tion of common economic interest whether in the 
field of production, consumption, sale, or supply of 


credit. 

§ 10. Aim.—The aim of cooperation is the 
reduction of competition and elimination of middle¬ 
men by emphasizing the principle of each for all 
and all for each, and it helps the members to secuie 
‘ better bussiness, better farming and better living. 

§ 11. Principles of Cooperation.— They are 
simple and sound. (1) Knowledge and confidence are 
the keynote of co-operation. All the members shouu 
intimately know, and have complete faith and the 
honesty and business morality of, one anotneii. 
With this end in view it is essential that the mer - 
hers should belong to the same town or village o 
group of villages, and to the same caste, class 
Tribe. The minimum number of members is ten. 

Indent it // of Interests. —It is, therefore, pro¬ 
vided that four-fifths of members of rural some‘ ms 
should be agriculturists and the same percen g 
shoud be non-agriculturists in case of urban societies. 
Thus the members are expected to have common ” ' 
terests and common aspirations and avoid conflict i 
the smooth working of the society. 
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3. Democracy .—The management of the society 
is honorary and democratic. No office-bearer receives 
remuneration for services sendered to the society, win 
the society is run on democratic lines. Every mem¬ 
ber has one vote irrespective of the member of shales 
held by him. There is a General Committee con¬ 
sisting of all the share holders and a Managing Com¬ 
mittee or Panchayat of five or seven members elected 
by the General Committee. Decisions are carried by 

a majority vote. 

4. Unlimited Liability.—The liability is un¬ 
limited for the rural societies of the Raiffeisen type. 
By unlimited liability is meant that in case of de¬ 
fault by a borrowing member the other members that 
stand surety for him, are liable to make up the loss 
of the society even if they have to pay from their 
personal property to any extent without limit, 

whatever may be the number of shares held by 


them. . 

5. Economic Independence. —The entire profits 

of rural societies are credited to the reserve fund, 
but in case of urban societies where distribution 
of profits among the share-holders is permitted, 
the minimum of 25% of the profits of the year must 
be added to the reserve fund. This gradual building 
up of the reserve makes the society financially sound 
and independent of outside loans and ultimately 
enables it to lend to its own members at a lower rate 
of interest. - 

6. Social Service. —It has been pointed above 
that tfce members are guided by the motive of mutual 
help and social service and, therefore, perform duties 
gratis. At the same time the societies have been 
empowered to give away 10% of profits for education, 
sanitation and other charitable institutions of the 
locality. 
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TYPES OF SOCIETIES 


('••-operative J 
Societies 


Credit 


Agricultural 
Non-agricultural 
, Agricultural 

Non-CVedit 

Non-agricultural 
Central—., t.e. Unions, Provincial and Dist. Banks 


Primary ^ 


( 

( 


Frimary societies are those that are constituted 
by members whether agriculturists or non-agricul¬ 
turists, and deal with them direct; while Central 
Societies have as members, and deal with, the pri¬ 
mary societies and not with individual members of 
such societies. The Credit Societies are meant to 
provide easy and cheap credit to the agriculturists or 
11011 -agriculturists whoever be their members. Ihe 
non-credit societies help to solve problems other than 
of credit, as those of irrigation, fencing, cattle in¬ 
surance, consolidation of holdings, dairying, supply 
of tools and instruments, and also marketing of the 
produce, in case of agriculturists and encouraging 
thrift, life insurance, provision of houses, supply ot 
tools and instruments and others in case of non¬ 
agriculturists. . 

§ 12. Working Capital.—The working capital 

is accumulated in a number of ways : 

(/) A small entrance fee of Re.l/- is levied on eaci 

member. 

(i?) Share-capital —Members have to purenase 
shares the price of which they pay in small instalments 
of usually one rupee per share payable every six 

months. . ? 

(Hi) Savings of the members are received as </'- 

vosifs, though this source contributes only petty sums 

in the beginning. , 

(iv) Deposits and loans from non-members , ana 
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from Central and District societies are the main 

source of the supply of working capital. 

(v) Keserve fund of the societies, in course ot 
time, forms an important part of their capital. 

§ 13. Loans to Members.—Loans are granted to 
members only for short and intermediate terms, and 
mostly for productive purposes. They are advanced. 

(i) to meet current expenditure like buying of 
seeds and implements, and that on agri¬ 
cultural operations like ploughing, we¬ 
eding and reaping; 

(//) to introduce ordinary improvements as deep 
ploughing, levelling, drainage, irriga¬ 
tion, installing, pumping plants etc., 

(in) to maintain the farmer and his family and 
livestock in times of need; and 

(iv) to pay rents and revenue. Unproductive 
loans are rarely granted and then in 
small quantity only. 

The societies cannot afford to' grant long-term 
loans for permanent or semi-permanent improvements 
like purchase of land, acquisition of costly equipment, 
etc., as they do not possess their own capital nor re¬ 
ceive loans or deposits for long periods. It has been 
recommended that such dong term loans should 'be 
granted by Land Mortgage Banks only. 

§ 14. Progress of the Movement.—Progress of 
the Co-operative Movement has been rapid considering 
the short period during which it has been tried, 
and that in spite of the attitude of indifference 
adopted by the public in general. Though the start 
was made in 1906, the real expansion of the move¬ 
ment began in 1912 and its satisfactory growth is 
shown by the summary given below. Averaging at 
1926 societies of all kinds in 1906—10, the number 
increased to 11786 during 1910—14 and to 146160 in 
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194-2-43. The membership of primary societies in 
the same period increased from 1,61,910 to 6912004. 
'Taking the average family to consist of 5 members, 
it is safe to assume that co-operation has entered the 
lives of over 3£ erores of people in India. 

Extent of the credit work done by all types of 


societies. 


1012-43 


Working C'npihd :— 

Sharo Capital paid up 

IjftfiM** and D*po*it« from all sources 
It< serve and other funds 


In lakhs of rupees 

1571 

8151 

1092 


Total 


11714 


I jOjins made during I he yeiir:- 

To individmd- 

To Hanks and Societies 


Tor a i 


3208 
‘ 2841 

0139 


Pro lit-* ot all societies 


220 


< 15. Benefits of Co-operative Movement.— Eco¬ 
nomic. —It is no mean achievement to have accumulat¬ 
ed share value and reserve fund to the tune of Rs.3o.o 
erores. If account is taken of deposits from non- 
members, members and societies, and banks, the ba¬ 
lance at the end of 1942-3 amounted to well over lb 
erores of rupees. The societies were able to show 
a profit of Rs. 2-2 erores and the savings to the mem¬ 
bers on Rs.33 erores of loan received from the socie¬ 
ties on lower rates must have been at least as muc 
They have provided opportunities for profita le 
rest meat to members and non-members alike, 
the help of the society money, many farmers wer 
liberated from the usurers yoke and once again 
established on the basis of solvency. As agncultu 
has been made profitable by co-operation, migr 
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of the cultivators to the industrial towns has been 
checked and the country-side has been saved from 
de-population. 

Educative .—A general rise in the intellectual 
level among the members has been achieved through 
their frequent association in committees and day-to- 
day activities. It has quickened the interest of the 
farmers, sharpened their intellect and awakened in 
them the sense of responsibility and business under¬ 
standing. Literacy has been encouraged as it is es¬ 
sential in keeping the accounts and making and read¬ 
ing the entries made in the pass-books. 

Moral .—The moral standard of the village life 
has been appreciably raised. Self-reliance, self- 
respect, discipline and thrift have been ingrained 
in the characters of members with the result that the 
bonds of rural life are strengthened. The spirit of 
each for all and all for each’ has pervaded the co¬ 
operating communities and consequently there is a 
better understanding, greater mutual assistance, and 
less litigation among them. It has also reclaimed 
persons of loose morals and addicted to drink and 
gambling as such delinquents are forced to mend 
their ways if they want to join a society. 

Social and Democratic .—The expenditure of a 
percentage of profits on education and sanitation has 
been pointed out before. In addition litigation and 
extravagance on ceremonial occasions has been appre¬ 
ciably diminished. The democratic management of 
the societies has initiated the members to the art of 
Government by representatives and the use of voting 

porate life ^ ^ t0 ™ im P rovement of their cor- 

The above discussion is not intended to convey 
e impression that the co-operative movement has 

S or Sth2'„ v , i "* 8 ' "V™ »” ””'”v«»“ 

misery to that of prospenty and happiness.' The 

* • Oi 
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movement was initiated to protect the peasant from 
the ever-menacing curse of indebtedness, yet merely 
the fringe of the question has been touched. On an 
average only 10 0 per 1,000 inhabitants of the coun¬ 
try have definitely adopted co-operative activities, 
and there are no more than 42 societies per 1,00,000 

inhabitants in the country. 

§ 10. Drawbacks of Co-operation.— (i) One oi 
the reasons of this slow progress is the attitude ot 
the ignorant villager who considers the society as the 
Government bank and hesitates to join lest he should 
sutler somehow. And for this perhaps too nv uc *n 
official association with the movement is responsible. 
(//) In cases of unavoidable default to pay the 
society’s debts a member receives rather a harsh and 
prompt punishment. Such a course is necessary tor 
the solvency of the society but it acts as a deterrent 
to an individual to join it in preference to borrow- 
ino f r oni a private monevlender whom he can at 
times refuse to pay. (Hi) The liability is unlimited 
and the faithful members consider it unnecessary o 
shoulder heavy risks for the sake of the de ai | 
and irresponsible members, (iv) substantial * 
pavable in easy instalments over a long period < 
required by the farmers to pay back their old de - 
or to introduce permanent improvements in the ian . 
The Cooperative society is unable to meet th , { 
ouirement. They are, therefore, compelled to de P 
on the village moneylenders. This divided al egi 
to the society and the private agencies is highly 
injurious to the growth of the movement. ( ) 

the essentials of rural credit. The Jo* 

not seem to take anv interest in them afterJta 
need of money has lieen fulfilled by the , ‘ . 
(ri) Societies suffer due to excessive unreali 
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•while audit is also defective. This lias led to the 
closure of many a credit society. 

§ 17. Suggestions.—The introduction of wide¬ 
spread education in rural areas with special emphasis 
on co-operative movement will remove the villager s 
ignorance and kindle interest in cooperative activity. 
A greater co-ordination between the commercial 
banks in the towns and rural societies will remove 
the inelasticity, inadequacy and dilatoriness of co¬ 
operative finance. A more courageous and progres¬ 
sive policy of rural credit should be followed bv the 
Agricultural Credit Department of the Deserve Bank 
of India. It will infuse new life in the cooperative 
movement and help the establishment of the societies 
on solid financial foundations. Too much emphasis 
on credit side of the movement should be discouraged 
and production and sale of commodities and better 
living societies should be encouraged to a greater 
extent to improve the general economic conditions 
and outlook of life. That is to say, co-operation 
should be lokecl upon not ns a sourer of cheap credit 
alone: it must he treated as a mode of life permeat¬ 
ing village society in all its aspects, economic, moral 
and social. 


2. Land Mortgage Banks 

The short and intermediate loans to meet the 
current outgoings can be supplied by the primary co¬ 
operative societies, but the provision of the long-term 
loans can be possible through the agency of the 
Land Mortgage Bank alone. Among the obiects for 
which these banks advance loans are the redemotion 
of old debts, improvement of land and method of 
cultivation, and the purchase of land in special 
cases. In India we have two types of such hanks: 
purely Co-operative type constituted bv horrower- 
memlers like the one at Saidpur (District Ghazipur) 
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and the Semi-cooperatice type counting among its 
members both the borrowers and the non-borrowers. 
The co-operative land mortgage society, the first 
type, cannot work on a large scale as its working 
capital is inadequate, membership small, and liabi¬ 
lity, in some cases, unlimited. The quasi-co-opera- 
tive type is able to attract big loans and deposits 
from non-borrowing members and also from the sale 
of debentures which are issued on the security of 
land of the members. If these debentures bear a 
guarantee from the provincial government as in the 
Punjab, they bring in ample capital. These banks 
not only enable the cultivators to redeem their pa c t 
debts, but also make the adoption of improved method 
of farming possible. 

The lead was given by the Punjab where the 
first land mortgage bank was started at Jhang in 
1020, blit now there are 12 such banks. In India the 
total number of land mortgage banks and societies i* 
252 of which Bombay has 18 such banks recent ) 
started; Bengal 5; Assam 5: the U.P. 7; whi e 
Madras claims 110 primary land mortgage societies 
and 1 central land mortgage hank. Obviously the 
number is small, and we think that greater attention 
should he paid to the multiplication of these banks 
to the lasting good of the country-side. 


3. Indigenous Banking 

In the class of indigenous hankers are included 

the shroffs, mahajans or sahukars and ?thers , 
znmindars, well-to-do farmers and kabu is ' jn 
vance loans to borrowers. They are not banke s 
the modern sense of the term because they do no 
receive deposits hut only lend from then P f 
resources. Most of them charge exorbitant iate., 
interests, lend for unproductive purposes and som 
keep either no account or irregular ones. 
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The indigenous bankers finance both trade and 
commerce of the towns and agriculture of the 
villages. The town banker is known as the shroff in 
Upper India and as the chetti in the South. The 
shroffs from the essential link between the commer¬ 
cial banks and businessmen most of whom do not 
come in direct contact with the banks. Their main 
function is to purchase the liundies of merchants 
and to get them discounted with the banks if their 
private resources do not suffice to meet the market 
demand for money. They charge from 1 \ % to 2% 
higher rate of interest to the businessmen over and 
above what they themselves have to pay to the banks. 
In the absence of a widespread joint-stock banking, 
these shroffs have been, and will continue, playing 
an important part in financing the town business. 

The village maliajan or the sahukar occupies a 
still more important position in the village economy. 
Cooperative societies are few and they lend money 
for productive purposes alone. The maliajan lends 
for both 'productive and consumption purjwses like 
marriage, births, deaths, payment of rent and 
revenue. He will accept any thing as security, and 
at times will lend without it; the borrower is made 
to write a‘ruqqa’ or the ‘pro-note’ for the sum bor¬ 
rowed. In this respect he enjoys clear advantage 
over the co-operative society, and therefore flourishes 
at its cost. 

But for this facile credit the cultivator has to 
pay exorbitant rates of interest, varying from 12% 
to 100% and occasionally to a higher figure. The 
most favourable rate charged on loans advanced on 
the security of jewellery is 1 pice per rupee per 
month or 18|%. At the time of sowing, grain is 
also lent on what is called ‘ sawaya ’ or ‘dhyodha 
’ system according to which 25% or 50% more grain 
is paid back after the harvest. This form of lend- 
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ing is highly profitable and is widely practised in 
rural areas. In addition to the mahajans, even 
zemindars and well-to-do peasants have undertaken 
money-lending as a side business. Due to high rates 
of interest, the borrowers can hardly ever hope to 
be free from the debt which becomes ancestral legacy 
and acts as constant source of anxiety and cause of 
poverty to the farmers. Major part of the produce 
from iand is used up in paying the interest and 
very often the farmer has to part with his land to 
pay back the debts and become a landless labourer. 

The mahajans have been called an evil necessity. 
Their services arc needed as long as tlie agencies to 
supply cheap credit a r e inadequate and the security 
that the farmer can offer is not dependable. 
ment grants 't'tccarV loans, but they are insufficient, 
rather delayed, and the system of their distribution 
and realization is unsatisfactory. Legislative en¬ 
actments to check usury and to fix the maximum ia es 
of interest permitted on different tvpes of loans will 
not succeed in improving the farmers lot. Nor has 
the band Alienation Act, preventing the transfer or 
land from the agriculturists to non -agriculturists, 
helped them in any way. It has only resulted m 
reducing the security value of their land and the 
have to pay higher rates than before. 

Defects in indigenous banking 

(i) Indigenous hankers perform only lending 
side of banking business but do not receive e P b ' 
They thus fail to encourage thrift among their cliu^- 
(ii) Rural money-lenders mainly finance agiu-i 
operations and crop movements and artisans 
not undertake discounting business. (»') l e . 
sources are inadequate as they depend nt. 
personal savings and have no liaison witl f 

rial banks, (tr) They thus charge exorbitant ra 
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interest M They lend money on the security of 

liable p ra p«ty, « f«tor the « labl,sh,d 

practices of banking. 

Remedies 

(i) The establishment of contact between rural 
money-lenders, and commercial banks and uedit 
houses of the towns will remove many of ™ ti _ 
It will put them in adequate funds thus autom t 

cally reducing the rate of interest. (») rhe y ” d 
be licensed, compelled to maintain regular accoun 
of their dealings with the clients, and these accounts 

should be subjected to critical audit P eM °f ic f' 
(in) The maximum limits of interest permitted on 

secured and unsecured loans be fixed on the lnje» o 
the U.P. Government regulations and these linm* 
strictly enforced, the punishment for circumventing 
the usury laws to be cancelling of the license in addi¬ 
tion to other suitable penalties, (to) The Co-opera¬ 
tive movement should be spread on more extensive 
scale after being purified of its several short comings. 
It will improve the economic position of the villageis, 
create in them the sense of self-respect and improve 
their bargaining power. The presence of an alter¬ 
native source of credit supply will force down the 
money-lender’s rate of interest and check severe mal¬ 
practices against the poor and ignorant borrowers. 
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CHAPTER I 

THE PROBLEM OF DISTRIBUTION i_y 

Production of wealth in modern times is based 
on specialization. A study of industrial organization 
makes it clear that, with the development of eco¬ 
nomic activity, combined effort in production assumes 
greater importance while individual production 
iccedes into the background. Though there will al¬ 
ways he some scope for small businesses somewhere in 
the economic world, yet most of the wealth that is 
produced to-day is the result of combined action of 

m anv who have contributed to its creation in their 
** 

specialized way. 

If production organized is of a simple type and 
owned bv an individual, where all the factors ot 
production are supplied by the owner himself, there 
is no difficulty in pointing out the person to whom 
the wealth produced should go. But the difficulty of 
calculation of the net wealth created and the portions 
that should go to different factors, increases with 
growing complexity of combined production. In a 
big business now-a-days all the factors of production 
are not supplied by an individual or the family. 
Though the functions of organization and enterprise 
may be combined in the owners, land and labour 
specially are supplied by other persons. In joint- 
stock companies, this specialization is carried much 
further and a single factor is contributed by a parti¬ 
cular set of people. The wealth that is produced 
by the combined effort of all the factors is the result 
of their productive services and consequently they 

401 
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are the rightful claimants to its appropriation. But 
the factors themselves being inanimate things, they 
cannot receive payment for their services. The pay¬ 
ments are made to the persons who have supplied 
the several factors. These suppliers of the factors 
of production £re called the agents of production. 
The payments for the services rendered by land goes 
to the landlord who has supplied land; the payment 
for the services of labour goes to the labourers who 
made that effort; and so on. 

When specialization in the contribution of the 
factors of production has reached the present stage 
it is not enough to know that the product belongs to 
all the factors or their agents taken together, but one 
must be in a position to know how much of it should 
go to individual factors or their contributors. That 
is the crux of the matter. The distribution of wealth 
has become a practical problem of "great importance 
and it has become so because of specialization in 
industry. 


V/ 


1. "VVttA/r is to be Distributed ? 

11 is very simple to answer the question. What 
is to be distributed V by saying that the five factors ot 
production can claim as their joint remuneration onl} 
as much of wealth as they have jointly helped to pro¬ 
duce. But it is difficult to estimate accurately this 
net amount of wealth produced in any period of time. 
Unless it is known exactly how much there is to e 
distributed, the factors of production cannot be pi«>- 
perlv and adequately remunerated. The condition 
of actual allotment of their shares do not show tna 
every factor is receiving its just due in payment o 
its services. Even while production is continuing ti 
day to day, interim payments are made to some ot 
agents as they cannot afford to wait long enough 
see exactly how much of that wealth has been produc 
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and then to claim their share, labourers re«:eive ^eir 

wages weekly, fortnightly or monthly; c, p al.sts ^e 
ce ive their interest quarterly or lmlf-yeaily. ine> 
are paid a lump sum as final payments for their sei - 

vices whether this sum be a proportionate hhal ® 
the net wealth produced at the end of the year or not_ 
Yet the balance sheet of a firm is made at the end 
of the year; and it is only then that a true estimate can 
he prepared of the net income earned by the him. 
firm takes stock of every kind of income it has nee 
earning in the course of a year and deducts from that 
total the expenses incurred during the period; the 
balance is the net wealth produced in the year, this 
is the net income of the firm that should lie final ) 

allotted to different agents of production. 

/ National 7 Dividend.—The income of the society or 
of fee nation is called the national income or national 
dividend. It has been defined as a net aggregate of 
commodities, material and immaterial, including sei- 
vices of all kinds that have been produced in a year 
by the labour and capital of a country working upon 
its natural resources. National income, according to 
this definition, should be measured in terms of goods 
because it is the goods that satisfy human wants im¬ 
mediately, and upon them depends the real economic 
well-being of the nation. Income in terms of money 
may be good enough for calculation and comparison, 
but money income is only a means to secure the income 
in terms of goods. 

The simplest plan to calculate national income 
will be to measure the amount of wealth a nation pos¬ 
sessed at the beginning of any period, preferably a 
year, and deduct it from the amount it came to pos¬ 
sess at the end of that period. The balance will be 
the annual national income. Suppose, for example, 
the money value of every form of wealth owned by 
Indians individually and collectively on Januarv 1, 
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1937 was Rs. 1,000 crores, and another similar esti¬ 
mate on December 31, 1937 showed it to be Rs. 1,050 
crores; then Rs. 1,050 crores minus Rs. 1,000 crores 
is the money value of wealth produced in the course 
of the year or it is the Indian National Income for 
1937. It will be a national problem to distribute 
this amount among different groups of people who 
have been responsible for the creation of this new 
wealth. 


2. How to Distribute the Joint Income 

After knowing what to distribute and among 
whom to distribute, the more important problem re¬ 
mains that of ‘how to distribute.’ It is true that 
greater the national income earned in a period the 
greater should be the well-being of a country, but this 
depends upon the manner in which the actual distribu¬ 
tion of income takes place. If a factor has not been 
fully and properly remunerated, its supply will 
diminish and also its efficiency and this diminished 
and inefficient supply will be a hindrance to smooth 
running of the nation’s productive activity. If the 
labourers receive less than their due share, a lower¬ 
ing in the standard of living will diminish the na¬ 
tional dividend and as a consequence the future share 
of it that can go to other factors too will diminish. 

The portion of national dividend that should go 
as remuneration to a factor should be enough not on y 
to keep in a fit state of efficiency, but also to ensure \ 
regular and increased flow into industrial produclio . 
If the supply of a factor of production is fitful an 
irregular, smooth and steady running of the pioaut 
tive activity will not be possible. If the flow of . 
factor is inadequate and does not increase, as 
passes on, no industrial development and growt 

national income will be possible. ron . 

Keeping this principle in view, it will be oui c 
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cern to study in the following chapters how the disti l 
but ion of income takes place. 


KXKItOISES 

1. Why has the question of distribution become a 
practical problem in modern industrial production? ( an ym 
think of any stage in the economic development of man when 
this problem was of no importance? 

2. What is national dividend and how do you calculate 
it? ITas an increase or a decrease in its quantity any bearing 
on the economic well-being of the nation? 

? /m If national division grow, it will automatically lead 
to a material improvement in the conditions ol every member 
of the society. Do you agree with the statement ? (live 
reasons for your answer. 

4. The problem of distribution is not only to distribute 
the earnings but to distribute them fairly on those alone who 
have contributed to their creation. Explain the conditions 
set in the above statement, that will make the distribution ot 
earning equitable. 

5. Wliat do you .study under Distribution? What is it 
that is divided? Explain the relation of national income l> 
the welfare of an individual and of a community. 


CHAPTER II 


RENT 

§ 1. Meaning of Rent.-^In economics, rent is 
understood to be the reward for the services of land 
and other gifts of Nature in an act of production. Of 
all the factors of production land is the most indispens¬ 
able. From the very birth of economic life, land has 
been at the basis of human activity and will continue 
doing so for ever. The fertility of the soil can be ex¬ 
hausted by repeated cultivation and can also be .im¬ 
proved by means of irrigation and manuring^ Simi¬ 
larly, its situation can be marred or improved by the 
nature of the means of transport and communication. 
But the two important characteristics of land, that 
is, area and solidity , remain unaltered in spite of 
continuous and intensive use that is made of land. 
These properties of land have, therefore, been called 
its original and indestructible powers and rent is the 
reward paid for these basic properties. To clarify it 
with an example, if out of the popularly called rent 
of a house, a deduction is made for the remuneration 
cf the money spent in building that house, the balance 
will be ‘rent’ in the economic sense of the term, for 

the space on which the house stands. 

8 2. Why does rent arise?— The rent arises be¬ 
cause of the differential advantages in fertility and 
situation enjoyed by the different plots of l an • 
Though all land- is similar in area and soliditv, it 
differs in fertility and situation. The structure of the 
soil, its chemical ingredients and biological growth, 
govern the fertility of land while the advantages in 
situation depend upon the extent to which a land is 
served by roads, railways and canals. Both 
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returns on the first plot than on the second. As a 
result, the rent on these plots of land will lie different. 

The differential advantages of different plots ot 
land become more prominent and can be explained as 
being governed by the facts that the quantity of land 
is limited and that agriculture is subject to the Law 
of Diminishing Returns. If the quantity of 
land of good quality were unlimited, the cultivation 
will be confined to this quality only. Even when the 
demand for agricultural produce increases due to an 
increase in population, more and more of the superior 
quality land will he brought under cultivation and 
each plot will he cultivated up to the point of maxi¬ 
mum returns. Hut because the quantity of superior 
quality iand, as also of land in general, is limited, in 
order to meet the needs of an ever-increasing demand 
for the produce of land, it becomes necessary to cult- 
tivate each plot of land more intensively. This in¬ 
tensive cultivation or the application of increasing 
quantity of labour and capital to the same plot of land, 
will result in comparatively poorer yield due to the 
operation of the Law of Diminishing Returns. As 
soon as it becomes worth while cultivating a superior 
quality land beyond the point of maximum returns, 
we may as well consider the cultivation of the next 
quality land. This lower quality land, just because 
it is poorer land, will yield smaller produce than the 
supenor quality land. Thus it is seen that because 
ot the limited supply of superior quality land and 

the tendency of diminishing returns, the'differential 
advantages come into play. 

§ 3. The law of rent.— The rent of a plot of land 
is equal to the economic surplus earned on that plot 

F. 3? 1 
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This surplus can be easily calculated either on the basis 
of intensive cultivation or on that of extensive cul¬ 
tivation. On the intensive basis it happens to be the 
excess of the total produce over its cost of production. 
Calculated on the basis of extensive margin, it turns 
out to be the same amount, though in this case it is 
o 0 t by deducting from the produce of the superior 
plot, the produce of the marginal land. Marginal 
land at a particular time is the worst quality land 
that is just worth while to cultivate. It yields a 
produce sufficient to cover the cost of production in¬ 
curred on it and no more. As the marginal land 
leaves no surplus, no rent accrues on it and it is called 


the no-rent land. . . .. 

To calculate the rent or economic surplus on tne 

intensive basis, suppose there are three plots of land, 
A , />, and C arranged in the descending order ot 
quality. On A, the best plot of land, the first dose 
cf labour and capital costing 20 seers yields a ietu 
of 30 seers, the second dose yields A seeis, and 
third 20 seers. The third dose is the marginal do 
as it yields just enough to cover the cost of it and n 
more At the third dose the margin of intensive cul 
tivation is reached because the application t 
fourth dose will yield less than 20 seers and » 

will not lie applied. The B plot of land will 
application of the first and second doses; "J * 1 ®\ n „\ e 

[lose by yielding 20 seers of produce.. wKn of 
cultivation on B plot is reached on the app lication of 
two doses and in case of C plot onAhe . PP 
only one dose. The rent on A p ot wdl ^equa^ _ 

;Sx“=h p -.“ rsf' l u4- « 

22.°'?/“ c'”K 0-S0=»il. E.p-««»“ d 
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graphically in the case of A plot, the rectangle OXMN 
stands for the cost of three closes and the shaded por¬ 
tions for the rent or economic surplus. 



§ 4. Rent will arise even if all land was of a 
uniformly high quality. —The above discussion brings 
into prominence another point of importance. And 
it is that even if there be no difference in the quality 
of land or all land belonged to a single high quality, 
the rent will accrue. Whatever the quality of 
land, just because its supply is limited and also 
because it is subject to diminishing returns, it will 
have to be cultivated more intensively due to a rise 
in demand for the produce and will eventually yield 
a surplus over the cost. For example, if all avail¬ 
able land had been of A quality, three doses of labour 
and capital would have uniformly been applied to 
all the plots and each would have given an equal 
surplus of 14 seers. But the rent must have existed. 
A removal of difference in quality of land will, 
therefore, do away with the difference in the amount 

of rent yielded by different quality lands; it will not 
remove the rent itself. 

§ 5. Rent on extensive margin.— For the cal¬ 
culation of rent on the extensive margin, it is neces- 
sai) to apply equal quantity of labour and capital 
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on a superior quality land and also another plot 
which is on the margin of extensive cultivation. The 
marginal land will produce just enough to meet the 
cost of production while the superior land will yield 
more than that. This surplus will be the rent on the 
superior land. For example, if 3 doses, costing 20 
seers each, applied to A grade land yield 74 seers, 
while the same doses applied to the marginal land 
yield 60 seers, the rent on A plot will be 74—60 
or 14 seers. Of course to enable the marginal land 
to take in an equal investment with the superior 
land, a proportionately greater area will have to be 
tilled. In the above example, if one acre of superior 
quality land is cultivated, three acres of the mar¬ 
ginal land will be required for the employment ot 
three doses of labour and capital. 

§ 6. Contract Rent.—The amount of rent, 
either in cash or in kind, that a tenant undertakes to 
pay and which is determined by mutual agreement or 
contract between him and the landlord, is called 
contract rent. It is distinct from the economic sur¬ 
plus or true rent or economic rent though it is deter¬ 
mined with reference to that. Ordinarily, contract 
rent is below the level of economic surplus ana is 
fixed according to the demand for and the supply o 
land. The economic surplus measures the matei V* 
value of the services of land in production and o 
utmost that a tenant could justifiably pav for an 
will be this economic surplus. If the land is plen 
fill and the demand for it is weak, as in the colonies 
or comparatively new countries, the contract ren , 
as the price for the use of land, will be much be ow 
the economic surplus. But in the old coun * 
where almost all available land has been brouff 
under the plough but whose population is incier. - 
and with it the produce of land as also the demand 
for land, the contract rent will be much nearer 
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economic surplus or may be equal to it. But if the 
demand for land grows still higher, so also the de¬ 
pendence of population on land as the main source 
of living, the contract rent may even exceed the 
economic surplus. In the industrially backward 
areas without alternative means of support, or during 
the period of acute industrial depression, the demand 
for land may be intense. At the same time a poor, 
illiterate and unorganized peasantry may have to 
bargain for the use of land with the rich, clever and 
powerful landlords. In such circumstances the con¬ 
tract rent is bound to take up the entire economic 
surplus and something more from the normal profits 
of the cultivators. 

§ 7. Changing Margin. —The margin of culti¬ 
vation is not a stationary point but its position is a 
relative one. It changes in relation to the purpose 
to which land is put and to changes in the price of 
produce, to crops raised, to improvement in the art 
of cultivation and others. A plot of barren land 
unsuited for cultivation may become a good quality 
land for building purposes; a marginal land for 
wheat production will become a super-marginal land 
if used for maize growing; a rise in the price of 
the produce will enable the yield of the marginal 
land to bring in more value than before and the 
sub-marginal land may also become worth while to be 
cultivated; similar will be the result of improvement 
in the system of agriculture. Thus a marginal land 
which is marginal at one time and yields no rent, 
mav rise above the margin and begin to pay rent; 
or it may fall below the margin and its use for a 
particular purpose may be given up. But there is 
no absolute marginal land in use ; all lands pay rent, 
except the arid deserts, mountain-tops or bottoms of 

^ j s ^ a w ^ich cannot be put to any use whatsoever 
and hence bear no rent at all. 
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§ 8. The position of the margin as affecting 
rent. —The amount of rent accruing on a plot of land 
increases with an extension and diminishes with a 
contraction in the margin of cultivation. An exten¬ 
sion in the margin means that either more doses are 
applied to the same plot, or the plots below the 
marginal land are being cultivated. In each case it 
will lead to either a proportionate increase in the 
output or a fall in the cost so that the economic 
surplus will increase. A contraction in the margin 
will mean, on the contrary, that a fewer doses are 
applied to the same plot or the marginal land has 
ceased to be cultivated. In either case it will lead 
to a diminution in the output or an increase in the 
cost and therefore rent will diminish. 


§ 9. Price of produce and rent. —There is a 
direct variation between price and rent, i.e-, the 
rent rises with a rise in price and falls with a fall 
in the price of the produce. A rise in the price ot 
the produce will lead to an extension of margin and 
rents will increase; a fall in the price will contract 

the margin and rents will decrease. 

Referring to A plot of land yielding 30, 24 and 

20 seers from successive doses, the money income at 
8 seers a rupee would be Rs. 3-12-0-f-Rs. 3-0- + • 

2-8-0 or Rs. 9-4-0, the money cost of F odu ^ 
would be Rs. 2-8-Ox3 or Rs. 7-8-0 and the rent 
therefore, would amount to Rs. 9-4-0 less Rs. 
or Rs. 1-12-0. If the rate of produce changed trom 

8 seers to 6 seers a rupee (and the ^^fprout ^ 
also changed in the same proportion) the vanle 

74 seers of produce would be Rs. 12-0-4 a " d * 1)t 

of 60 seers of cost would be Rs. 10 and the ,ent 
would be Rs. 2-5-4, an amount more than the 

vious rent of Rs. 1-12-0. But if the P 1 nroduce 
the cost of production does not , the value °* P rod ^ 
will be Rs. 12-5-4 at 6 seers a rupee, the cost 
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remain Rs. 7-8-0 at 8 seers a rupee and the rent will 
increase still more to (Rs. 12-o-4 less Rs. 7-8-0) 
Rs 4-13-4. 

The increase in rent will he the same, Rs. 4-13-4, 
even if the margin extends by a single dose, as the 
fourth dose will yield just sufficient to cover the 
cost and will leave no surplus. Of course, if the 
cost of production rises in proportion to the rise in 
the price of the produce, there will be no change in 

the margin of cultivation. 

Calculations may be made for a fall in the 
price on similar lines. If rate falls and the cost 
also falls proportionately, from 8 seers a rupee to 10 
seers a rupee, the rent falls from Rs. 1-12-0 to 
Rs. 1-6-5. >In case the price of produce falls but 
the cost remains the same, the rent will (Rs. 7-6-5 
minus Rs. 7-8-0) vanish and cultivation must be con¬ 
tracted. Anyway the fall in rent is greater than 
before when the cost also falls along with the price. 

On examining the effect of rent on the price ot 
agricultural produce, it may be said at the outset 
that rent does not influence the price. The rent may 
be high or low or totally absent, but the price of the 
produce will remain unaltered. It must be under¬ 
stood that irrespective of the different sources of 
supply there will be one price in the market and this 
price must be sufficient to remunerate the cost of 
production on the marginal land. The marginal 
land which fixes the cost of production bears no rent 
whatever, yet this cost determines the price of the 
produce from the supply side of it. This same price 
will be paid whether the produce is drawn from a 
superior quality or inferior quality or the worst 
land, which bears high rent or low rent or no rent 
respectively. In short whatever the amount of rent, 
the cost remains unchanged and consequently the 
price will also remain the same. Even if the eco- 
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nomic surplus that accrues on any land be not paid 
to the landlord but left with the cultivators, it will 
have no effect on the price of the produce as total 
produce or supply remains the same. To sum up, 
high and low rents are the consequences of high and 
low prices, but not their cause. 

§ 10. The effect of improvements in the art of 
cultivation cn rent of agricultural land.—An improve¬ 
ment in agricultural methods takes the form of the 
employment of better tools and instruments, the 
construction of wells or canals or the substitution of 
machinery for manual labour and the like. Though 
the improvement increases the cost of a dose, it also 
leads to a greater increase in the returns. If not. 
the improvement will not he worth the name. If 
the demand for agricultural produce is fixed, the 
old quantity will be raised with fewer doses of laboui 
n 11 d capital and the intensive margin will shrink. 
Similarly, only the better quality lands will suffice to 
produce enough to meet our requirements and the 
worst lands will he abandoned, that is, the exten¬ 
sive margin too will contract. Thus though it ma\ 
seem to be paradoxical, an improvement in the agri¬ 
cultural methods results in lowering the rent. 

If, however, the demand for agricultural produce 
he considered elastic or advantage be taken by ex¬ 
porting the excess produce to foreign lands, a moie 
intensive cultivation will he undertaken with 
result that the margin will fall and the rents w 

increase. i lfonr , P 

8 11. Social progress and rent.— The advanc 

of civilization leads to higher rents in various ways. 
If there has been an increase in the economic P 
perity of the people and they have grown ' ^ 

the use of more and better quality of food ai tide 
and other products will be promoted. It wilt ten 
to increase the demand for land and its moie 
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sive utilization. The margin of cultivation will 

fall and the rents will rise. . . 

A growth in population w.l likewise lea 
the demand for land produce and heime of a Hk Ute 
fill in the margin will again result in highci 

An industrial development of the country leads 

to the'growth of towns and cities which occupy 
increasing area for building and factory sites leaving 
smaller area for cultivation. Thus a greater utili¬ 
zation of land or its more intensive cultivation 

rendered imperative and rents rise. 

The opening of new markets where home produce 

can be sent due to an improvement in the means oi 
transport and communication will encourage expor s 
and lead to a fall, in the margin and the rents will 
rise. But if the area has been connected with 
countries or regions from where cheap produce can 
be imported, the worse quality lands at home will ie 
given up and due to a contraction in the margin the 
rents will also fall. 

§ 12. Rent and the cost of production.—7 rue 

rent,' being the surplus over and above the cost of 
production, cannot form a part of the same cost. If 
50 seers is the total produce of a field whose cost of 
cultivation is 40 seers, 40 seers suffice to remunerate 
every factor other than land used in the cultivation. 
It is only when every other factor has been paid for 
that there is a surplus left over, 10 seers in this 
case. Certainly, this residue is not a part of what 
has already been distributed. Again, in the case of 
the marginal land where cost is equal to the produce, 
there is the cost but no rent as there is no surplus 
over that cost. When rent can exist only apart from 
the cost of production, it cannot possibly form a part 
of cost. 

The case of the contract rent is different. In 
any business, when the profit and loss account is 
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being prepared, the rent of the shop or the factory 
or any space used is included in the items making 
up the total cost or expenditure. It is only when 
the income has been in excess of this gross total that 
a profit is realized. The contract rent, like wages 
or interest, already determined and undertaken by 
the tenant to he paid, becomes as clear and distinct a 
liability as any other item of the expenses. The out¬ 
put from production may or may not come up to the 
expectation, but the contract rent will have to be 
paid by the tenant and consequently must enter the 
cost of production. Farming is as much a business 
as anv other and here also rent, which the farmer 
lias found himself to nnv, must be included in the 
cost in order to calculate whether farming is worth 
while or not. 


EXERCISES 

]. "What is meant by ‘ rent ’? How does it arise and 
how is it measured? Illustrate your answer with a graph. 

2. "What are the differential advantages which different 
plots of land enjoy in varying degrees? .Are these difference* 
enough to justify rent on the superior quality land? 

3. State and illustrate the T^iw of Rent. Show whether 
rent will arise if all lands were equally desirable. 

4. “ R°nt is a surplus.” Explain fully on the basis of 
intensive and extensive cultivation bringing out the relation 
between this surplus and the margin of cultivation. 

5. Establish the proposition that high rents are the 
consequence of high prices and not their cause; or, that rent 
forms no part of those expenses of production which aflec 
price. 

0. How will rent he affected (a) by improvements in 
agricultural methods, (b) by linking a region with a ne« 
country hv means of a railway; (c) by the growth of popula¬ 
tion : (d) by a general advancement in the prosperity o 
countrv? 
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8 1. The law of rent as applicable to Indian 

conditions.— The theoretical discussion of the law 
of rent implies free competition between the 
trading parties, i.e.. landlord and cultwatoi ■ buch 
freedom of choice and enterprise is not e, T' 
the majority of actual tillers of the soil in this cou 
try. But it should not be understood to mean, theie 
fore, that the law of rent is inapplicable to Indian 
conditions of agriculture. The act is that the 
operation of law is as true in India as in amjothei 
country, but due to special influence exercised by 
custom and tradition in the village life and also 
to the solicitude of governments for the protection ot 
the rights of tenantry, the free competitive featuie 
of the law of rent is modified hy custom and! legtsln- 


tion. _ , • . 

Free competition, if permitted to have unrestric - 

ed play, will go against the interest of the culti¬ 
vators. In the absence of subsidiary and cottage in¬ 
dustries over a large part of rural India, then 
dependence on agriculture as the only means of living 
is absolute. And due to a vanid growth in ponula- 
tion. its pressure on land is fast increasing. Thus 
the demand for land is becoming more intensive. 
The supply of land being constant, the landlord is in 
a position to charge even more than economic sur¬ 
plus by way of contract rent. It is with a view to 
safeguard the interests of the ignorant and econom¬ 
ically poor class of tenants that the various provin¬ 
cial governments have been introducing tenancy 
legislation of a progressive character. With regard 
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to custom, once this factor kept rents at a low level 
because then the population was sparse, land in 
plenty, and relations between landlord and tenants 
were based more on social and less on economic con¬ 
siderations. But now those ties of mutual help and 
support have weakened due to the appearance of 
general poverty and modern business tendency in the 
countryside, and the customary low rents enjoyed by 
the tenants for generations together, have almost 
disappeared. 

§ :2. Land tenure. —The study of land revenue 
system falls under two heads: land tenure, and 
settlement. Land tenure is the way in which land is 
held. It determines the person or persons who hold 
rights in land, their liability to pay revenue to 
Government, and the unit of area or circle on which 
revenue payable is calculated. The entire land in 
India belongs to the Government which receives reve¬ 
nue or land revenue from landholders. The second 
interest in land is that of the cultivators who ulti¬ 
mately pay rent for the services of land. Between 
these two primary interests are found at places a 
third party of individual or individuals who act as 
intermediaries, receive rents from the cultivators and 
pay revenue out of it to the Government. On the 
recognition of these two or more interests in land, 
the tenures have been divided into three main classes. 

(i) Zemindar? System .—Under this system one 
person or a few joint owners are held responsible 
for the payment of land revenue over an entire estate 
comprising a village or a group of villages. ns 
system prevails in Bengal. Bihar, Orissa and Oudn. 

(it) Joint Villa a e or Mahalwari System. --neve 
the village or estates are owned by co-sharing bodies 
or by village communities the members of which ar 
holi jointly and severally responsible for the paymen 
of revenue. In character these estates are simi < 
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to zemindari estates differing in the s“ b ^ iv {? 1 ™ L ° f _ 

sharers may be appointed a Lambardar to aet^as the 

representative of all the eo-shareis 01 Pun- 

lage community. This system prevails in the 1 un 

iab, Agra and Central Provinces. , , . • 

(iff) Ryotwari System —Here land is held m 

small single, independent units by the actual culti¬ 
vators called the survey-number-holders who are sepa¬ 
rately responsible for the payment of revenue eithei 
direct to the Government or through their headman 
called the Patel. In ryotwari (unlike the tenures i 
and ii) no intermediary is recognized between the 
Government and the cultivators though occasionally 
a cultivator may hold land in excess of his power of 
cultivation, and sublet it to farmers who pay him 
rent. This system prevails in Bombay, Berar, 

Madras and Assam. . , .. 

Settlement is the determination ot the share oi 

the produce of the land due to the state, and the 
liability of person or persons who will pay this share, 
tit also records all private rights and interests in 
land required and enjoyed by different persons. 
Settlement is either permanent or temporary. 

Permanent- settlement was introduced in 1793 
by Lord Cornwallis~in Bengal, Bihar and Orissa, .and 
later on extended to Chhota Nagpur, Benares divi¬ 
sion of U.P. and Northern Sircars in Madras. 
Under this settlement the liability of the zemindars 
was fixed in perpetuity, the revenue fixed at over 
90% of what they received as rents from the culti¬ 
vators, the remaining portion left with them as remu¬ 
neration for their trouble and responsibility. Perma¬ 
nent Settlement is a feature of zemindari system and 
covers over 3/5 of zemindari tenures. 

Temporary settlement is the settlement made 
roughly at intervals of 30 years as is the case in 
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Agra province, though the period varies from 20 
years in C.P. to 40 years in the Punjab. No single 
system of assessment obtains in India. The basis 
for assessment of revenue in U.P. is economic rent; 
in Madras it is net produce after making allowance 
for all items of expenditure including the cost ot 
marketing; while in Bombay it is openly empiri¬ 
cal and left to the discretion of the settlement 
officer. 

Land revenue payable to the Government was 
fixed in 1902 at roughly between 45 and 55 per cent 
of vented assets or the total rents realized on an 
average by the zemindars from their tenants. Later 
on, the percentage was reduced as in the settlement 
of Gorakhpur district in 1919 the Government share 
was fixed as 434%. But in spite of a reduction in 
the percentage, the net revenue realized by the state 
has, instead of diminishing, actually gone up. The 
cultivators toe have received no relief as they are pay¬ 
ing higher rents than before. The lot of the culti¬ 
vators in the ryotwari tracts is much better as they 
pay about 1/5 of their gross produce in the form ot 
revenue. They also enjoy the privilege of changing 
their field or alter the area each season and yet pay 
revenue according to the rates based on the classifica¬ 
tion of the soil and its produce in each case. 

§ 3. Tenants in U.P.—The United Provinces 

truly represent the whole of India as they contain 
the various types of tenures and settlement prevail- 
in<- in the country. The two special classes of ten¬ 
ants peculiar to permanently settled areas in Benares 
division are Permanent tenure-holders and Iixea- 

rate tenants. . , . 

(i) Permanent temireholders enjoy the r b n ' 

and privileges practically identical with those ot 
zemindars: they have the right of sale in their pro¬ 
perty, and the ownership of land is heritable, ine 
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amount of payment due to the landlord was likewise 

fixed for ever in 1793. . , 

(ii) Fixed-rate- tenants also enjoy transferable arm 

hereditary rights and the rate of rent on land payable 
by them was also fixed in 1793. They not only P a J 
the same amount on land held as at the time of per¬ 
manent settlement, but the rent will increase or de¬ 
crease proportionately if they increase or decrease the 
area under their cultivation. 

The classes of tenants described below are to be 
found all over U P. with slight alterations in then- 


rights. 

(in') Ex-proprietary tenants .—This class consists 
of those tenants who were once landlords but having 
fallen cn evil days have sold away their zemindari, but 
continue to cultivate their sir land. They acquire 
ex-proprietary rights on this s?Y land which they them¬ 
selves used to cultivate prior to the transfer of land. 
The exproprietary right can be inherited from genera¬ 
tion to generation, but it cannot be transferred. They 
pay 25% less rent than that paid by ordinary tenants 
on the same quality land. 

The above three classes of tenants are privileged 
tenants. The rents payable by the first two classes 
were fixed in 1793 and are not liable to change. 
Hence, they pay much less than economic rent, the 
present level of rent being much higher than that 
prevailing at the time of permanent settlement. A 
reduction of 25% is a big concession and the ex pro¬ 
prietary tenants also obviously pay less than the 
economic surplus, though certainly more than the 
permanent tenureholders and fixed-rate tenants. 

(iv) Occupancy tenants .—The occupancy right 
used to be acquired (before passing of the Agra Ten¬ 
ancy Act, 1927) by a cultivator if he continuously 
cultivated for 12 years the same land, meaning land 
under the same zemindar wherever it might have been 
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situated. Since the passing of the above Act, oc¬ 
cupancy rights cannot be acquired as a matter of 
course, but only conferred by the zemindar on tenant 
in lieu of some monetary consideration or service re¬ 
ndered by the tenant. The right of occupancy is herit¬ 
able, but not transferable. The rents of occupancy 
tenants can be increased either by mutual consent or 
by a court of law and not arbitrarily. The enhance¬ 
ment can be made only once in 10 years and that too 

by not more than one anna in the rupee. 

(v) Statutory tenants or life tenants were created 

under the Agra Tenancy Act of 1927. Any tenant 
by virtue of once cultivating a plot of land acquires 
life tenancy in it and cannot be ejected if he con¬ 
tinues paying the rent fixed on it. His successors 

also acquire the right of cultivating it foi 0 ^ ea ! s 
after his death. Their rents can be enhanced only 
at roster years that will be declared at the interval ol 


ten to twelve years. , nrt 

(vi) Tenant s-at-will are those tenants who have no 

right of occupancy for any length of time and can 

cultivate a plot of land during the sweet will ot tn 

landlord. They have no stability of tenure and ca 

lie ejected from their land any time The A,'' 

Tenancv Act had intended to convert all tena - 

will into statutory tenants but the provisions; o 

the Act are circumvented by the ingenuity and stionge 

economic position of the landlords. Tenan s < 

permitted to cultivate a piece of land unless tl . 

themselves by agreement to renounce statutoryMJg 

that they would otherwise acquire. AndIt 

forced to' adopt this course and renounce then 

rights as otherwise they will not get land to 

*” d SK, “ h f°."to ”o‘f •iSZl'Z B no. r - 

tected to this extent and the Taloetdare these possess 

a greater hold over the tenancy. The Taluqdai * 
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scrnad-holder and is considered superior to the zemin¬ 
dar of Agra province. He has retained superior con¬ 
trol over his tenants and successfully resisted any con¬ 
siderable improvement in the l ights and privileges of 
the cultivator. 

In Kumaon division, the cultivators ( padhans ) 
are more like peasant-proprietors. The land there is 
scarce and has mostly been created by the cultivators 
by cutting down and levelling the hill-sides. Even 
the narrow hanks and channels of the rivers are utiliz¬ 
ed for catch crops. Land is, therefore, owned by the 
cultivators themselves who pay revenue to the Govern¬ 
ment—a sort of ryotwari system. 

§ 4. Features of good land tenure system.— 
The two good features of an ideal tenure system are 
fixity of tenure and fair rents. The cultivator must 
be assured in the possession of the land that he culti¬ 
vates, for a considerable period, the least being life 
tenancy. It is the fundamental condition of progres¬ 
sive and improved cultivation. The magic of property 
turns sand into gold; and given the assurance of 
undisturbed enjoyment of the fruits of improvement 
in the art of cultivation, a farmer will turn a barren 
land into a garden. The fixity of tenure ensures 
better farming and more prosperous life to the tenants 
as well as the landlords who benefit from increasing 
economic surplus. # Fair rents are also essential for 
the continuity of better cultivation and a growing 
prosperity of the countryside. If rents are unfairly 
heavy, i.e., exceeding economic surplus, the normal 
profits of the cultivators will be reduced, their ability 
to introduce improvements in the art of cultivation 
will diminish, and their staying power in the face of 

i . . gone. The result will be deterioration in 

cultivation, impoverishment of the tenantry, ulti- 

mately lower rents, and depopulation of the country¬ 
side due to movement of the people from the rural to 

i? . 33 
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urban areas. Rents equal to economic surplus are 
just,, but in order to be fair, we believe, they should 
be somewhat below this level. The cultivator should 
be adequately compensated for increased cost incurred 
in introducing improvements on the soil as otherwise 
improvements will be discouraged. Moreover, a part 
of the economic surplus left with the cultivator will 
make him more able and more willing to adopt the 
system of better farming. 

In conclusion, it should be noted that in U.P. all 
tenants except the tenants-at-will (unfortunately their 
number is still great) enjoy full or satisfactory fixity 
of tenure. The rents are decidedly very fair in the 
case of first three classes of privileged tenants; fair in 
case of occupancy tenants; just, yet not fair, in case 
of statutory tenants as they pay no less than econo¬ 
mic surplus; but definitely unfair and exorbitant so 
far as the tenants-at-will are concerned. 


EXERCISES 

1 . What is the Law of Rent ? How far is it applicable 

to India? 9 

2 AVhat do vou understand by a land tenure system. 

Give the various tenures prevailing in In«ha with their 

characteristics. . ,,i 

3. Distinguish between ‘ larnl tenure and landl sett - 
me,it.' Why <lo you prefer temporary settlem . 

permanent settlement? tvnes of tenants found in 

4. (five an account of the types ot . . .eiuents 

different parts of the Dinted Provinces. ” ? e 9 

in their rights and rents would you like to , ]an( , 

5 AVliat are the two important features of .■ r. f 

tenure system? How far are these found in the case 

Tenantry in D.P.? tenants in 

India be affected if the zemindars «« improve the 

Suggest the lines on which the zemindars can I 

prosperity of the countryside. 


r 
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CHAPTER IV 


WAGES 

§ 1. Meaning of wages.—Wage is the price 
paid to the labourers for their services rendered to 
the cause of production. Like land, labour is also 
a primary factor, and though in modern productive 
activity, capital has been occupying an increasingly 
prominent place, the importance of labour has not 
diminished at all. On the contrary, a larger scale 
of production with greater specialization, wider mar¬ 
kets and more plentiful capital, needs more efficient 
services of a higher type of labour. 

Among labourers are counted not only the hired 
labourers who are engaged by an employer and work 
for him as directed by him but also those persons 
who contribute their physical and mental effort either 
as independent producers like a carpenter, a 
doctor, a lawyer and a businessman, or who organize 
and run big industrial concerns like a mine, a fac¬ 
tory or a bank. A doctor is his own master and 
can work as and when he chooses; the payment that 
he receives for his work is called fee; but this free¬ 
dom of action and absence of outer control does not 
change the nature of his services, which he exchanges 
for some payment. The employer may be working 
in his business and in that case his services are not 
being exchanged. But he could employ a manager 
to do the same job and pay him accordingly. There¬ 
fore, to the extent he organizes his own business he 
contributes labour and is a labourer; and out of his 
total gain from the business a sum equal to the 
salary which a manager could command should be 
considered as his wages. 

5 15 
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§ 2. Is labour a commodity?—For the deter¬ 
mination of wages, it is convenient to treat labour 
as a commodity and the wages paid as its price. 
But it is not implied that labour is as inert or life¬ 
less as wheat or mutton, tin-plates and carrots, or 
that labour can be sold and sent to be utilized at 
any time and place ignoring the labourer’s likes and 
dislikes, his associates and environments of the work¬ 
ing place. What is meant is that though the human 
element in labour cannot be eliminated, it is true 
that durng the period for which a labourer is engag¬ 
ed by an employer, his labour or service is entirely 
at his master’s disposal. The employer can use his 
service in the way he thinks best, of course, with¬ 
out injuring the labourer’s person or dignity, as 
otherwise the labourer will protest and even retaliate. 
And in this respect the labourer can be differentiated 
from a hammer or an anvil as these are incapable o 
complaining however mercilessly they are used. e , 
the fact remains that the factors of demand and 
supply and processes of higgling and bargaining a 
as much necessary in fixing the wages of labour 
in the determination of price of any commo . 

particularly of a perishable nature. 

S 3. Demand for labour.—The demand to 

labour comes from the employer 

vices of labourers for their productive e ™ ien ^_ 

But when the employer engages a labourei 
labourer comes to the workshop with Ins skill -• 
Every other factor of production with whmh 
has to be combined, is supplied by the employer. He 
supplies him space where to work, with raw m 
„u P which to work and tools and instruments wdh 
which to work. He himself supervises h! task and 

looks to other duties like buying and j„ g co¬ 
goods. Since in a factory, a labourer lied 

operation with other factors of production supp 
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by the employer, therefore, whatever he produces in a 
period of time, will he the result of the combined 
effort of several factors. This produce has to be sold 
away in the market and therefore in determining 
the wages, the question of importance is not so much 
the quantity of the articles produced but the money 
value of that part of it that can he attributed to labour 
alone. If the articles had to he consumed by the 
labourers themselves, as it may happen in co-opera¬ 
tive production, the greater the quantity of the pro¬ 
duce, the greater will be the share going to the 
labourers as their wages. But ordinarily that is not 
the case. Labourers do not desire nor receive a part 
of the goods they produce but money as the remuner¬ 
ation for their services. 

Suppose an employer employs a worker. This 
labourer is supplied with all other factors needed and 
produces in a month goods whose market value is 
Rs. 55. In order to find out what portion of this 
wealth is the result of the man’s labour, from Rs. 55 
should be deducted the cost of raw materials used, 
rent of the space occupied by him, interest and de¬ 
preciation on the capital goods he has been using, 
and proportionate charges for organizer’s work of 
superintendence, and taxes, insurance and other 
incidental expenditure which the factory goods have 
to bear before they can be sold in the market. If 
the total expenses on all these items come to Rs. 20, 
Rs. 55—Rs. 20, i.e., Rs. 35 is the net value of 
wealth created by the labourer. This amount fibres 
the maximum of wages that the employer can vay 
to this worker. It is the employer’s maximum. The 
employer cannot afford to pay more than this money 
value of the labourer’s productivity just as a buyer 
of a commodity would rather refuse to buy it than 

to pay more than the money value of the utilifv of 
the commodity to him. 
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§ 4. Supply of labour.—The next item is to 
know the minimum that a labourer will reasonably 
expect as wages. The wages received by a labourer 
should at least be enough to meet his expenditure 
over his health and efficiency and the maintenance 
and education of his children. In other words, the 
cost of living of the funnily fixes the minimum of 
wages which a labourer will accept (suppose in this 
case it is Ks. 30). Why the cost of living of the family* 
It may sound excessive, but it is not so. If the earn¬ 
ing member of the family is not getting enough on 
which to properly bring up the children to at least 
the same level of efficiency as he is occupying, the 
supply of future labour cannot be guaranteed. On 
wages lower than the cost of living of the family, 
either the labourer will consume less and reduce his 
efficiency by impairing his health and vigour, or his 
children will not get nourishing food and proper 
education and future labour supply will be inade¬ 
quate and inefficient. In either case the mdusuy 

will suffer either today or tomorrow. 

8 5. Determination of wages.—Between these 
upper and lower limits fixed by the labourers pro¬ 
ductivity as estimated by the employer and the cose 
of living of the labourer’s family will be establishe 
l,v the wages .that the labourer will recede. H 
much actually the wages will amount to, 1 
upon the emplover’s need of the services 
labourer on the one hand and the anxietv ot the 
workers to get the employment on the 0 ie \ h- ' 
secondlv, on the comparative strength of ni„g b 

and bargaining of the two parties. 

From the case of an individual worker it u . 

to proceed to study the case of a group of the * . 
actual practice a factory-owner does not e P j 
workers one by one by calculating each w o ,- n<y 
ductivitv, but engages a number of them acc 
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to the scale of the business. Here the problem is to 
establish a rate of wages for the entire group of 
labourers of a particular type, and it is solved in 
the same way in which the price of a number of 
units of a commodity purchased together, is fixed. 
Though the utility and money value of the successive 
units of the commodity are different to the consumer, 
his maximum price for each unit of the group de¬ 
manded is the same and is governed bv the utility of 
the marginal unit. Similarly, though the producti¬ 
vity of individual members of a group will be differ¬ 
ent if employed one by one in succession, and so their 
wages will differ one from the other, yet the rate of 
the employer’s maximum will he fixed by the esti¬ 
mated productivity of the marginal labourer. In 
case of group of 12 persons being employed, their 
prospective net marginal productivity will be cal¬ 
culated as being equal to the difference in the output 
produced by 12 of them and the output which would 
have resulted if only 11 were 'employed. Suppose 
the whole group of 12 had produced things worth 
Rs .475 and 11 of them produced worth Rs. 440, then 
Rs. 35 will measure the maximum of the employer 
that could be paid to each one of the group. 

If there are no other workers seeking employ¬ 
ment in this factory, the worker’s position will be 
strong and they may successfully insist on getting 
the maximum of the employer. But if there are 
hoards of labourers of this particular type seeking 
employment, the competition among them will reduce 
their remuneration below Rs. 35 to, say, Rs. 31, 
yet not below Rs. 30 as none will'undertake the job 
below his cost of living. On the other hand, if 
there are other factory-owners who are anxious to 
employ those labourers, their wages rate may be. 
fixed at a higher level, say, Rs. 32. But in this pro¬ 
cess of higgling and bargaining the employers usual- 
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ly have an upper hand with the result that more 
often the wages are nearer to the cost of living than 
to the productivity of labourers. 

§ 6. Disadvantages of labourers in bargaining 
with the employer.—The first and one of the most 
effective disadvantages of the labourers in bargain¬ 
ing for their wages is the perishability of their 
labour. Labour is perishable in the sense that if 
the labourers remain unemployed for any length of 
time, their efficiency suffers. A diminished efficiency 
means lower productivity which reduces their worth 
in the labour market. That will further reduce their 
bargaining power. They therefore prefer to accept 
low wages rather than remain out of employment 
and thus weaken their own position. 

Secondly, the labourers cannot afford to wait for 
more favourable times in case the terms offered to 


them are unsatisfactory, the reason is their poverty. 
They have little savings—almost nil—on which to 
fall* back and there cannot possibly be any saving 
specially when they are adopting a career after in¬ 
vesting their entire fortune in getting education 
and training. The employers, on the contrary, are 
moneyed people and can take their time in higg ir |g 
and bargaining and thus compel the labourers o 
accept lower wages. The numerous unsuccessful 
disputes and strikes undertaken by the laboureis ei 

to prevent a cut in their wages or to den ™ nd * 
increase, furnish ample proof of the strength ot 

employers in this respect. usurers 

In the third place, the ignorance of the labou e 

about the demand for their own services in the mai Ke , 

their lack of necessary experience, training and sk u 

in bargaining, go against their interest. 1 ® • 

plover with every detail at his command and 

cy, knowledge, resourcefulness and mature exp 

almost always proves a better bargainer. 
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Fourthly, labourers lack union or organization. 
The employer represents in his person . 
strength of undivided and firm determination wh 
can only lie acquired hy the labouieis whe 
are solidly united and bargain collectively. A sing 
labourer or a small group is no match aga mt 
consolidated power of the employer The need tm 
union among the din-organized workers is very u - 
gent, but it is sadly lacking. The inevitable result is 

l0 ” Among social factors, adversely affecting the 
fixation of wages, custom plays a prominent part m 
conservative India. The village servants and aiti- 
sans even in these days receive low customary wages 
■justified on no other ground than that of haying been 
in force for generations together, though the condi¬ 
tions responsible for the old rate have vanished 
long ago. To mention only a single instance, the 
wages of the sweepers, in spite of their task _ being 
so hard, uncomfortable and ‘dishonourable, aie 
hopelessly low for the simple reason that they have 
always been such in the past. The other social fac¬ 
tor that weakens the position of the workers is a 
rapid growth of population. The larger the popula¬ 
tion, the bigger is the supply of labour, the keener 
the competition among labourers, and yet greater 
their disadvantage in securing the efficiency wages. 

It should be understood that if none of these dis¬ 
advantages he operating against the labourers, they 
would succeed in earning the wages equal to the 
maximum of the employer or will receive all that 
their efficiency helps to produce, and these wages will 


be called the efficiency wages. 

The standard of living and wages .—The stand¬ 
ard of living of the labourers affects their wages 
through its influence on their efficiency and also the 
cost of living. A rise in the standard of living is 
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reflected in the satisfaction of those wants whose 
satisfaction results in quicker intelligence, better 
health and greater efficiency. A rise in efficiency 
leads to greater productivity and through it to 
higher wages. A fall in the standard means either 
a stinting of wants or lesser expenditure on things 
on which health and efficiency depend, with the con¬ 
sequence that productivity will he lower and so the 
wages. Thus a rise or a fall in the standard will 

raise or lower the maximum of the employer and 

tend to increase or diminish the wages. From the 

cost of living point of view, the standard fixes the 

minimum of the labourers who will resist a lowering 
of the wages below that level, but if the standard 
itself has gone down, the lower limit of wages is 
reduced. Thus a higher standard raises both the 
upper and the lower limits and leads to higher wages; 
hut a lower standard reduces both these limits and 
consequently the wages also. 

A change in wages also affects the standard of 
living. Due to a fall in wages the labourers will 
obviously fail to satisfy those wants to which they 
have become accustomed. A lesser income, other 
things remaining the same, means lower purchasing 
power, a deterioration in quality and quantity of 
consumable goods and thus a lower standard. A rise 
in wages means greater purchasing power which, if 
judiciously utilized, invariably results in higher 
standard of living and not in bigger families of work¬ 
ing men. There is little truth in the contention 
that if the wages of labourers were increased they 
would either he wasted away in useless luxuries or 
would induce them to multiply their numbers so that 
the standard of living would remain at the previous 
level. Growth of knowledge and education have 
sharpened the labourers’ sense of responsibility to¬ 
wards maintaining their own health and efficiency 
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and those of their children, and advantage has been 
taken of increased wages to raise the standard o 
living in every industry and every country wneie 

wages have gone up. . . u 

Thus a low standard means lower wages which 

lead to lower standard and again to still lower 
wages; so the vicious circle continues. A hign 
standard means higher wages which lead to still 
higher standard and get to more handsome wages. 
From the side of the wages, lower wages mean ower 
standard and poorer efficiency leading to still lower 
wages; while higher wages will mean a rise in the 
standard leading to greater efficiency and better 
wages. In short, the wages and the standard ot 
living act and react upon each other cumulatively ; 
but it is clear that high wages benefit both the work¬ 
ers and the employers while the lower wages harm 

both of them. . 

§ 7. High wages and low cost— Paradoxical 

though it may seem, high wages ultimately turn out 
to be much cheaper than the low ones. A labourer 
receiving higher wages, raises his standard of effi¬ 
ciency and hence his productivity is increased in 
greater proportion. It has been found by actual ob¬ 
servation that a city brick-laver earning, say, 
Rs. 1/4/- a day lavs more than twice as many bricks 
as are laid by a less skilful country brick layer earn¬ 
ing only 10 annas a day. It is common experience 
that costly yet durable goods last comparatively much 
longer and serve better than cheap goods requiring 
less expenditure at the beginning. Similarly, it 
has been realized by wise employers that initially 
high-paid labour more than compensates them by its 
relatively greater productivity; and therefore ulti¬ 
mately it results in lowering the cost of production. 

5 8. Time- and piece-wages.—The labourers 
may be paid either according to the period of time 


524 


FIRST PRINCIPLES OF ECONOMICS 


for which they are employed or according to the 
amount of work done by them. For example, the 
wages received by a weaver as 12 annas a day will 
be time-wages; but if he is paid at one anna per 
yaid of cloth woven by him, he will be receiving 
piece-wages. In those occupations or tasks where 
the employers are confident of a standard output 
being raised by the workers within a period of time, 
or where the type of work is such as can safely be 
entrusted to the sense of honesty and responsibility of 
the workers with only slight supervision, or where 
thQ employment is more or less of a permanent nature, 
time-wages prevail, as in the case of teachers, clerks, 
mechanics, managers and others. The piece-wages 
are paid to those workers who do not possess a 
uniform efficiency, or who can be induced to exert 
their hardest only in the expectation of earning higher 
wages, or whose services are in demand fitfully and 
occasionally. Brick-layers, dock-workers, farm 
labourers, lawyers and doctors present suitable 
examples. 

§ 9. Real and nominal wages. —Nominal wages 
of a labourer are the money payment that he receives 
as a remuneration for his work. This amount of 


money has to be spent on the commodities that are 
to be actually consumed by him. It is the amount of 
the necessaries, comforts and luxuries, that the money 
wages can buy, on which depends his well-being. 
These articles of consumption that can be brought with 
the help of the money wages form an important fart 
of what are called the real wages. 

A rise in the nominal wages may not reflect as 
much improvement in the prosperity of the workers 
if the prices of the commodities that enter their con¬ 
sumption have also gone up. A rise in the prices of 
articles will mean less quantity of these articles, and 
a fall of price will mean a greater amount of them 
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if the money wages remain the same. A fall in the 
price, therefore, increases the real wages. It should 
3 e remembered that only a change in the prices ot 
those commodities that are consumed by a particulai 
class of labourers will increase or diminish the real 
wages of that class of labourers. Any fluctuations 
in the prices of motor cars, for example, will not 
matter for farm labourers or factory labourers in 
India, as motor cars are not used bv them. A rise 
or fall in the prices of longcloth, cheap fruits, 
cereals and pulses, salt and cheap spices or tobacco 
will greatly affect them. 

In addition to these articles that can be bought 


with the money wages, the real wages include every 
other kind of payment , concession or incidental ad¬ 
vantages that the labourers can enjoy on account of 
their position. A domestic servant receives occa¬ 
sional meals in the household. In winter he is given 
warm clothes or shoes. On the occasions of cere¬ 
monies he receives gratuities and presents. He en¬ 
joys free travel and sight-seeing in the company of 
his master. All these in addition to his money 
wages are to he counted among his real wages. 

Mill workers are usually allowed to buy the mill 
produce at concession rates. Some of the more ad¬ 
vanced firms distribute among their workers a part 
of the vearly profit as bonus. They also supply them 
free libraries and reading rooms, swimming tanks 
and playing fields, free medical treatment and pri¬ 
mary education to .their children. All these in¬ 
cidental advantages must be included in the real 
wages. 


The stability of employment may decide the 
choice of the worker in favour of a less remunerative 
iob in preference to one that carries higher wage 
but is a temporary appointment. And again, the 
worker has to consider the opportunity of increment 
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and advancement of the career that he may have in 
an employment. A low start with better promise 
for future prospects will be more attractive than a 
comparatively higher starting pay accompanied with 
poorer prospects. 

And further, the treatment that a labourer will 
receive at the hands of the employer, the company 
of other workers with whom he has to pass his time 
at least in the factory, and the surroundings of the 
workshop that may affect his health favourably or 
otherwise : all these will have to be calculated in 
the real wages along with the actual money pay¬ 
ments. 

It is the real wages including all the items enu¬ 
merated above that will be the basis on which will 
depend the well-being of a labourer and his choice 
of a particular job. 

Why wages differ from industry to industry? 
Real wages earned in different occupations and in¬ 
dustries by labourers on the same level of efficiency 
will he more or less equal, though the money wages 
may be unequal. But if the total real wages are 
divergent, the discrepancy can be explained as due to 

several reasons. t . , 

Difference in the degree of efficiency required 
from industry to industry is the first reason. An 
industry may require a high grade efficiency gained 
only through good education and long training 
foliowed by practical experience involving heavy 
expenditure. The skill costing so much in money 
and effort must be amply remunerated. And again, 
because the poorer parents cannot afford to provide 
such an expensive training for their children, the 
supply of this kind of efficiency remains limited. 
Naturally the wages are high as is the case with 
engineers and civilians. Other industries, not re¬ 
quiring such a highly developed skill, will not pay 
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high wages as its productivity is low and its supply 
plentiful as in the case of domestic servants and 

farm labourers. 

Secondly, different industries employ different 
equipment of tools and instruments and have differ¬ 
ent efficiency of organization. Some use the most 
up-to-date machines and enjoy the benefit of skilled 
management while others may he content with obsolete 
machines and almost a primitive organization. Even 
if the personal efficiency of labour required in the 
two types of industries may be the same and also 
there may he a complete equilibrium of demand and 
supply of labour in each, the marginal productivity 
of labour will be higher in the first type than in the 


second and so will be the wages. 

One more factor which permits this inequality 
in wages to persist in different occupations requiring 
similar efficiency, is the lack of adjustment between 
the demand for and supply of labour among them. 
It is the absence of complete .mobility of labour 
from lower wage industries to higher wage ones, or 
from an industry at one place to the same industry 
at another place, that is responsible for this in¬ 


equality. 

Mobility and equality of wages .—If the efficiency 
of workers and their equipment are the same, higher 


wages in one locality than in the other are due to 
want of perfect equilibrium between demand and 
supply of labour in the two places. If cotton work¬ 
ers of Bombay are paid higher wages than cotton 
workers at Cawnpore, it can be concluded that there 
is a comparative over-supply of labourers at Cawn¬ 
pore and under-supply at Bombay. If some labour¬ 
ers of Cawnpore move to Bombay, they will leave a 
diminished supply behind, thus helping to raise 
wages there and increase the supply at Bombay and 
bring the wages down. If there is perfect mobility 
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between these two towns the rate of wages should be 
the same. 

The same thing holds good in the case of differ¬ 
ent industries paying different wages. If the build¬ 
ing trade is noted for higher wages than that of 
carpenters, it is because there are less builders than 
the number required and there are more carpenters 
than are necessary. If carpenters could take up 
building and give up carpentry, the supply of labour 
being increased among builders and diminished 
among carpenters, a greater equality in the wages 
will be established. 


EXERCISES 

1. Define “ wages.” What determines the rate of 
wages for any group of labourers? 

2. What are “ efficiency wages? ” Discuss the factors 
that prevent the labourers from securing these wages. 

3. “ Labour is a perishable commodity.” Explain this 
characteristic of labour and show how this influences the 
determination of wages. 

4. How are wages determined? Do you agree with the 
statement that wages are determined in a manner similar to 

the price of commodities? . , 

5 Wliat do you understand by the ‘Standard of Uving 
and how docs it affect wages ? Can a labourer get higher 
wa^es by raising liis standard of living? 

" 0. What means will you suggest to a ^ ‘^e 

him earn high wages? Explain whether high wa n es 

more economical than low ones. . 

7 Differentiate between time-wages and task-wages. 
Which one will you recommend for the different opei.i ions 

of a cotton mill? ... 

V()ur 8 -anfw^r“btt ofa=. a 

domestic servant and a police constable. 

9. Can you explain why the 7 b ** “^^“tearhers, 
earnings of (a) domestic servants, (b) uimer. . 

(c) civil servants, and (d) bank managers. 



CHAPTER V 


INTEREST 

Interest is the price paid for the great services 
of capital rendered to the cause of productive acti¬ 
vity. Labour unassisted by capital is productive 
but to little purpose; it is capital in general that in¬ 
creases the efficiency of labour by supplying tools 
and instruments to labourers and making possible 
the economies of division of labour and large-scale 
production. It is for this service of capital in in¬ 
creasing the efficiency of human factor that interest 
is paid. 

§ 1. Demand for capital.—The demand for 
capital arises for productive purposes and, to a lesser 
extent, for consumption purposes. The productive 
demand comes from the producers who need money 
for buying the raw material, machinery, or building 
a factory, for the payment of wages and transport 
and marketing expenses. In modern times, when 
production is on large scale and markets wide, the 
need for capital is great and it is rare to find a 
big producer in a position to supply all the capital 
from personal savings. Even the* governments of 
countries, provinces, states and local bodies have to 
borrow money in the open market for constructing 
railways and canals, water-works and electric plants 
and other commercial schemes. The demand for 
consumption comes from the governments also, as for 
war, famine and other purposes; while individuals 
have to borrow money in times of straitened circum¬ 
stances and for conventional necessities like mar¬ 
riages births and other ceremonies. The demand for 
capital at a particular time is made up of all the 
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demands, big or small, from all borrowers and for all 
purposes. Though the demand for capital for con¬ 
sumption is insignificant, yet it affects the rate of 
interest in the same way as if it had been for pro¬ 
duction. , i 

8 2. Demand price of capital.— The demand 

price of capital, or the maximum the borrowers will 
be willing to pay, depends on the net productivity ot 
capital to them or the net extra income that the 
producers will be able to earn due to the employment 
of a certain amount of additional capital Suppose 
a farmer equipped with the necessary fools and in- 
struments, but without sufficient img a tion facilities, 
raises from a field an yield worth Rs. 50/- per year. 
H« borrows Rs. 100/- and applies this sum o s nk 
ing a well on his land. Due to timely and adequate 
irrigation his vield increases to Rs. 80/-. Ou. 
this 8 gross’ productivity of the well, which amount 

to Rs 8 30/ P , should be deducted its depreciation and 

other incidental expenses amounting t ^PP ^ 

Rs. 18/-. The balance, t.e., Rs .12/-, " U cu J^ ivator 

maximum or the demand pi ice t ^ 

can afford to pay for the use>of Bs ; ■ MOj- that 

borrowed and invested in sinkin* the • , of 

S3. The supply of capital. Th PP? 
capital is possible because people save. The 
important motive to save is ^ 

It is prudent to lay by a pan f ^ and ac ci- 

the uncertainty of i' fe ’ n , f old a cr e overtake 

dents happen and the disabilities oi om^ag 

everybody. As age advances, there is danger 

also diminishes, and as a conseq ^ be ma i n - 

of a lower standard of living. sav i n gs. More- 

Sl.lswSt 1 ‘ir.kepLi.i.n 
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Another motive for saving is the fulfilment of 
responsibility to provide for the education and train¬ 
ing of children. It is paternal duty to give at least 
as good a start in life to one‘s children as he got 
from his parents, and ensure their protection if any 
accident or death occurs to him and stops the source 
of income. 

The third motive to save is to enjoy economic 
and social advantages. Capital, when lent, brings 
with it interest which increases a lender’s income and 
his power to enjoy economic services. Capital also 
helps people to take timely advantage of any oppor¬ 
tunity to undertake a promising business. Other 
advantages like improvement in the social position 
and the attainment of power invariably go along with 
accumulated savings. 

§ 4. Supply price of capital. —When savings are 
lent tor a period of time, say, a year, the lender has 
to postpone the enjoyment he could have derived if 
he had chosen to spend that money today. Future is 
uncertain, and the lenders may be doubtful whether 
they will not be prevented by accident or death to 
enjoy their own savings. Even if they be perfectly 
certain of the repayment of money to themselves, there 
is a possibility that their own power 1 to enjov may be 
reduced at a future date. Therefore payment of in¬ 
terest is necessary to compensate the lenders for the 
possible loss of enjoyment in postponing or waiting, 
ihe rate of compensation or interest will depend on 
the degree of unwillingness on the part of the lenders 
t ?. ien 2 * . The optimists, who usually se- the bright 
side of life, will need lesser interest, while the pes¬ 
simists and the clinging sort will demand higher com¬ 
pensation for their services of lending their savings. 

$ o. Determination of the rate of interest. —To 
see how the rate of interest on capital is fixed in the 
money market, it will be convenient to treat capital 
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as a commodity, the lenders of capital as its suppliers, 
and the borrowers as its buyers. The borrower’s 
maximum in this case will depend on the productive¬ 
ness of capital which will be calculated as has been 
done in the case of the farmer. Of course, this will 
differ from borrower to borrower according to his 
efficiency as a producer; it will be higher with the more 
efficient and lower with the less efficient producer. 
The minimum of the lender will depend on the rate of 
inducement necessary to encourage the lender to save 
and lend and thus postpone his enjoyment of capital. 
There will be some who would willingly save and lend 
at a low rate of interest, but higher rates will be neces¬ 
sary if the more unwilling savers are expected to save 
and contribute their savings for productive purposes. 

Between the borrower’s maximum and the lender s 
minimum a rate of interest will be arrived at as a result 
of higgling and bargaining between the two groups 
and at this rate of interest the total capital demanded 
and supplied will be equal. As in the money market 
there are many borrowers and many lenders, the 
equilibrium rate of interest will be equal to the net 
productivity of capital applied at the margin ot pro 
fitability and will also be just sufficient to induce the 
marginal, or the least willing, lender to contribute his 

share of the capital. , 

If the rate of interest increases, the demand oi 

capital will be contracted as otherwise the producers 
will be paying more interest than the returns they a 
getting at the marginal application of capital, 
the rate of interest is lowered, the margin wil be^ex¬ 
tended as the so far marginal application will lea 
a surplus to the producers who would find it in thei 

interest to employ more capital. 

Likewise, a rise in the rate of mterast will in 

crease the supplv of capital as the present savers will 
save more, finding it more profitable to save, while 
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those who did not consider the old rate high enough, 
i.e sub-marginal savers, will start saving. A fall 
in the rate of interest will contract the supply of 
capital as the present savers will not find it as profit¬ 
able to save while the marginal savers will consider 
the new rate too low for them to save at all. They 
will prefer to consume their wealth rather than post¬ 
pone consumption at such a meagre inducement. 

There may be cases when a rise in the rate of 
interest leads to a diminished supply, and a fall in 
the rate to an increased supply of capital. Those 
who desire to make a provision for a fixed annual in¬ 
come for future either for themselves or for their 
children, will feel bound to save more if the rate of 
interest is low as at a low rate of interest more prin¬ 
cipal is required to bring in a certain annual income. 
On the other hand, a higher rate of interest will fetch 
the same annuity on a smaller investment and the 
savers may be led to save less. For example, if a 
person wants to leave at his death cash or insurance 
money enough to bring a monthly income of Rs. 60/- 
to his family, he should collect or insure himself for 
Rs. 14,400 if the rate of interest is 5 per cent; 
Rs. 12,000 if the rate is 6 per cent; and Rs. 18,000 
if the rate is 4 per cent. 

§ 6. Net and gross interest. — Net interest or 
;pure interest is simply the price paid for the use of 
capital. This net interest will be the same through¬ 
out the market at a particular time and it is this rate 
at which an equilibrium between demand and supply 
of capital is reached. 

The payment which the borrower makes to the 
lender over and above the capital borrowed is generally 
a sum greater than what is called net interst. This 
total payment is called gross interest which is made 
up of the net interest and remuneration for risk and 
management. 
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In lending capital there are two kinds of risks 
involved —personal risk and trade risk. If the lender 
has any suspicion of a flaw in the character or the 
business morality of the borrower, his unwillingness 
to lend him will be greater than ordinarily it is in 
case of those who are noted for honesty and truthful¬ 
ness in their transactions. The borrower may not 
intentionally pay, is the consideration which requires 
greater inducement or higher rate of interest at 
which the lender will think of lending out his 
capital. 

Where there is no such danger of fraud or default, 
there may be the risk of the trade. There are certain 
trades which by their nature are liable to greater risks. 
Mining in a new area involves greater risk than, say, 
starting a cotton mill; and entering a new field of 
enterprise is still more risky. The borrower may not 
have any intention to default but his good intentions 
will not help the lender if the borrower loses his 
capital in the trade. Therefore industries involving 
greater trade risk will have to pay something more 
than what is needed for the mere service of capital, 
or net interest. 

The third item included in gross interest is the 
earnings of management. Lending involves risks as 
detailed above and the lender has to undertake a lot 
of trouble in keeping down those risks. There is the 
question of finding the right party to whom to lend, 
settling the rate of interest, keeping the account, and 
then the necessary legal proceedings and finally the 
collection of the debt. All this has to be managed 
by the lender who makes the borrower pay a higher 

price for his loans extended to him. 

§ 7. Variation in gross interest.— When the 
rate of interest varies from industry to industry or 
from individual to individual it is because different 
degrees of risk and trouble of management are involv- 
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ed which require different compensation. Net interest 
in all the cases at a particular time remains the same, 
but gross interest cannot be equal as long as there is 
inequality in risk and management involved in diffe- 

rent Ccisss. 

It will not be difficult to explain why a cultivator 
has to pay exorbitantly high rate of interest while a 
city businessman escapes with a low rate, a private 
individual has to pay twice as much as to a joint-stock 
bank as the bank in‘its turn pays to the Reserve Bank 
for its own borrowings; the Central or a Provincial 
Government pays much less than a municipality or 
a district board. If the villager has to pay 24% but 
the Government only 3% on its loans, the difference 
is accounted for by the lack of security and cost of 
management in the former case as against perfect 
security and no trouble of management at all in the 
latter. As a matter of fact, the Central Government 
pays a rate of interest most nearly approximating to 
pure or true interest, while in case of any other person 
paying a higher rate, the excess should be considered 
as remuneration for risk and management. 

Interest Rates in India 

The Bank Rate in India is fixed bv the Reserve 
Bank of India and at present stands at 3% per annum. 
It represents the rate charged by the Banks on demand 
loans against Government securities only. Advances 
on other securities or discounting of first class com¬ 
mercial paper are granted at a slightly higher rate. 
In the absence of an organized money market in the 
country, the Bank rate fails to operate outside such 
places as Calcutta, Bombay, Madras and Cawnpore, 
and the rates charged in mofussil towns and villages 
are much above it. 

There are four well-marked peculiarities of in¬ 
terest rates in India : 
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0) There is no uniform rate of interest prevailing 
over any considerable part of the country, the reason, 
as pointed out above, being the absence of an organiz¬ 
ed and well-developed Indian money market. 

(f?) The interest rates fluctuate from locality to 
locality, and specially heavily between commercial 
towns and villages. 

(127) They fluctuate from season to season in the 
same locality due to fluctuating demand and supply of 
capital. During the monsoon months they are low, 
but rise after the harvesting of important crops like 
cotton and wheat when these have to be financed. 
Even commercial banks grant accommodation at less 
than the official Bank rate during the slack season. 

(iv) The rates of interest are rather high as capital 
in the country is inadequate and banking facilities are 
lacking. The village rates of interest are specially 
usurious as the mahajans enioy almost monopolistic 
control and the supply of credit by cooperative socie¬ 
ties is meagre and for short term. 

EXERCISES 

1. "What is interest and why is it paid ? Show that 
interest is the reward for waiting*. Do you think all savings 
will cease if no interest were paid? 

2. Analyse the conditions of demand for, and the supply 
of, capital, governing* the rate of interest. 

3- Distinguish between Xet and Dross interest and 
account for the disparity between them. Which of the two 
is more variable and why? 

4. Analyse the causes that lead to differences in the rate 
of interest (a) in the same market; (b) in different markets; 
(c) for short and long* periods. 

5. Point out the case of any borrower paying almost the 
net interest. Explain the reason of this privilege. "\\ hy 
has the Government of India to pay 6% during the A\ ar when 
before the War it could borrow at 3i%? 
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MOBILITY OF LABOUR AND CAPITAL 

§ 1. Mobility of Labour.—The movement of 
labourers or producers from place to place or occu¬ 
pation to occupation is called the mobility of labour. 
It is of two kinds : local mobility, and occupational 
mobility. Local mobility consists in the change of 
place alone, as when a village weaver, finding his 
business dwindling in his native place, goes to a 
neighbouring town in the expectation of better pros¬ 
pects. The occupational mobility takes place when 
a person leaves his less remunerative occupation and 
adopts a new and a more paying one. The occu¬ 
pational mobility itself is of two types, horizontal 
and vertical. This distinction is based on the con¬ 
sideration whether the new occupation taken up by 
labourer is of the same grade or status as the one 
given up, or it is of a higher or lower grade. If 
the new occupation is of the same grade as the ori¬ 
ginal one it will be an instance of horizontal mobi¬ 
lity, as when a carpenter becomes a blacksmith. The 
newly adopted occupation may be of a higher or a 
lower grade as when a carpenter becomes a teacher 
or is forced to earn the living of a coolie. In either 
of these cases we find instances of vertical mobility. 
It is possible to find an instance of both local and 
occupational types of mobility in a single case when 
a person changes both the locality and the occupa¬ 
tion. just as a carpenter at Bareilly may give up his 
business there and may work as a coolie at Lucknow. 

On the basis of time, mobility may he either 
permanent or seasonal. Permanent mobility results 

5H7 
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when a labourer leaves his home for good and settles 
at a new place with a view to reside there permanent¬ 
ly. A seasonal mobility is that when a worker 
leaves his place temporarily or from time to time 
and returns when his employment terminates. 

Everywhere in India the two types of perma¬ 
nent and seasonal mobility are to be met with. Some 
cultivators give up their occupation on the land 
either because they have pawned away the entire land 
without any hope of redemption, or because there are 
too many persons at home to depend upon a small 
holding, and take up new jobs in the distant towns 
where they reside permanently. There is yet a con¬ 
siderable number of people who visit the neighbour¬ 
ing towns in-between the seasons when there is 
practically no work in the villages and trv to add a 
little bit to the family income. This intermittent sup¬ 
ply of workers is responsible for very cheap though 
unskilled labour available at times in the towns. 
Indians have also emigrated on a temporary basis to 
foreign lands as indentured labour for a period of 
time though some of them made their homes and 
settled there permanently because the new conditions 
suited them and their occupation. 

Very poor material is available with which to 
gauge to any degree of approximation the other phase 
called the occupational mobility. In India occupa¬ 
tional mobilitv must have been very rare in olden 
days of caste supremacy when one’s occupation was 
unalterably fixed by his birth. But in modern times 
the contact with Western civilization has weakened 
the bonds of castes and developed individualism and 
therefore to that extent encouraged occupational 
mobility. Though in the absence of organized in¬ 
vestigation it is difficult to say to what degiee 
mobility from occupation is taking place today, yet 
it is obvious to all that such a mobility does take 
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place more frequently and more appreciably than 
before. 

Just as it is of importance to note in case of 
local mobility whether the movement is permanent or 
seasonal and inter-regional or inter-national, simi¬ 
larly in case of occupational mobility it is interest¬ 
ing to learn as to how many grades up or down, the 
mobility has taken place. As is known from com¬ 
mon experience in life in India, majority of people 
in the villages pursue the same occupation as was 
followed by their forefathers though a greater move¬ 
ment is seen among urban population. Again, it is 
easier to move down than to move up an occupational 
ladder and it can be safely assumed that of those 
that move from grade to grade, a greater percen¬ 
tage is composed of those that move downward than 
those that move upward. As far as the degree of 
movement downward is concerned, there is no limit 
up to which one can fall; the uphill task is more 
arduous and seldom performed. It will be easier to 
find a graduate clerk becoming a hawker, when 
thrown out of employment, than a district magis¬ 
trate. Even in England, where a person's career is 
not checked by considerations other than those of 
unfitness and inefficiency, more people move down¬ 
ward and to a greater degree than those that move 
upward and to a lower degree. 

§ 2. Mobility of Labour in India. —In India, 
mobility of labour is not governed entirely by econo¬ 
mic considerations. Easy and cheap means of travel 
and communications combined with prospects of 
higher remuneration, that will suffice to lead to 
heavy mobility in more advanced countries of the 
West, will fail to take much effect in this country 
because here the play of economic influences is nar¬ 
rowed by social prejudices and beliefs, and indivi¬ 
dual ignorance and conservatism. 
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(i) Caste .—With a majority of people, the mobi¬ 
lity of labour is still a matter of caste. The high 
caste people, and others also who stick to caste ob¬ 
servances and practices with more faith than reason, 
will not leave their homes even for the sake of rich 
remuneration just because they are afraid of inter¬ 
ruptions in their daily routine or even loss of their 
caste. With lower caste people these considerations 
do not weigh heavily and they are found moving 
much more easily and frequently to places hundreds 
of miles away from their native places. Chamars, 
Ahirs and even some Kshatries from certain districts 
of U.P. are serving as peons, darbans and chowki- 
dars in as distant places as Calcutta and Bombay. 
With the growth of education these caste prejudices 
are breaking down, yet it will be long before Hindus 
begin to move as much as non-Hindus do, who are 
not burdened with such prejudices. 

(it) Ignorance or want of knowledge among the 
workers is another factor. They do not know whe¬ 
ther at a new place or an industry there really is a 
demand for their labour. Advertisements for situa¬ 
tions in the newspapers can help only a few literate 
ones; while for the mass of ignorant people there are 
no me&ns to acquire such an information. Even the 
movement of skilled labourers is hindered in the 
absence of well-organized labour exchanges which can 
serve both the employers and the employees by es¬ 
tablishing contact between them. The result is that 
whereas industries in some places lose for want of 
adequate and efficient labour supply, the labourers 
of the right type at other places suffer for want ot 

employment. . , 

(Hi) The expenses of movement are at times mucn 

beyond the means of poor labourers. The cost ot 
movement of self, the family, and tools and instru¬ 
ments with some of them may be prohibitive as i& 
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happens with a cultivator. Of course, this question 
does not worry much the factory labourers who are 
expected to join factories only with their skill, and 
counts for little with artisans who are encumbered 
only with a small set of tools. Moreover, a tempoiary 
unemployment at a new place adds to this financial 
burden and increases the worker’s unwillingness to 
move. This initial unemployment with necessary 
expenditure forms a special consideration with 
labourer seeking a job in the first instance. 

(iv) Sometimes there is a loss of efficiency if it 
depends upon the environments and the acquaintance 
with the tastes and means of the customers. A 
farmer removed from his native place and planted 
in a strange land with totally different soil, climate, 
rainfall and rotation of crops, will greatly suffer in 
this respect. An artisan may have to face only 
some difficulties due to a change of customers, while 
a factory labourer may find almost no change in the 
type of management at a new place. 

(p) Then the love of home and native place, of 
friends and relations specially in a joint family sys¬ 
tem, may be too strong to shake off even if there be 
sound economic reasons justifying a move. People 
prefer to earn annas four a day as farm labourers 
rather than ten annas a day in a city factory just 
because they feel compensated for this loss of eco¬ 
nomic well-being by the affection of those whom they 
love. TJie joint family system acts as a specially 
heavy drag in the mobility of labour in this respect. 

(vi) Finally, there is inertia or natural aversion 
to be always on the move. Unless a person is gross¬ 
ly dissatisfied with the conditions of work and its 
remuneration, he would not like to change his occu¬ 
pation or its scene and unsettle his settled life. 
Indians with a less materialistic bent of mind, value 
simple yet peaceful life more than rich monetary 
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gains involving too frequent changes, and prefer to 
stick to old means of living and familiar surround¬ 
ings. As a result there is less mobility among them 
than among more adventurous people of the West. 

§ 3. Mobility of Capital. —Capital is more 
mobile than labour. While dealing with mobility of 
labour it was noticed that it was retarded by certain 
factors of social and personal nature. With capital 
such factors do not matter. Capital being lifeless, 
it has no likes and dislikes, no attachment to people 
and surroundings, and it will resist transference 
under any circumstances. It neither suffers from 
inertia nor has any love for any land. At the same 
time the question of the loss of efficiency does not 
arise as inherent efficiency capital has none. Given 
assurance of full security and certainty of higher 
jain, capital will flow much more readily than 
abour. 

The cost of movement of capital is very low and 
the speed of transference enormous. Money-orders 
and postal orders, insured covers, hundies, bills of 
exchange and banker’s drafts, telegraphic and radio 
transfers, all have conferred on money cheap mobi¬ 
lity as quick as news can travel. Thus funds can be 
transferred between two markets as distant as Bom¬ 
bay and Calcutta or London and New York as often 
as there is a justification to do so, and that too at a 
nominal cost. It also shows that capital requires 
only a small difference in the rates of interest pre¬ 
vailing in two markets to set enormous sums of 
money moving to and fro. Even a quarter of one 
per cent higher rate is an incentive strong enough 
to attract capital from one end of the globe to 
another. 

Mobility of capital is great and unrestricted as 
it can move, unlike labour, unaccompanied by its 
owner who stays at home and invests his capital 
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abroad and in different industries. The quick means 
of communication and remittances have united the 
entiie world into one market for investment ot 
capital and facilitated its mobility astonishingly. 
The investor can invest his money through banks and 
brokers and realize interest and dividend through 

them very easily and cheaply. 

Yet, security of investment is an essential con¬ 
dition of mobility of capital. None would like to 
invest money in those countries where a new govern¬ 
ment is likely to repudiate the loans contracted by 
its predecessor or in China or in the states of South 
America which are torn by internal wars. A fabu¬ 
lously high rate of interest may induce the more ad¬ 
venturous people to invest their capital there, but 
the more prudent and cautious of the investors would 
prefer to earn a steady though low rate of interest 
in a peaceful country than risk the very existence of 
their capital in disturbed regions. 

Institutions like banks that remit money from 
place to place, and stock exchanges that provide the 
media of investment, help in the mobility of capital. 
The services of newspapers and news agencies and of 
telegraph and telephone that broadcast information 
on money and its market are essential. In the ab¬ 
sence of such knowledge no one will even think of 
moving his capital. 

But all capital is not equally mobile. Cash or 
investment capital in securities, which can be imme¬ 
diately sold and their value realized, is more mobile 
than fixed or frozen capital. Every-day stock mar¬ 
ket transactions furnish instances of mobility of 
liquid capital. Higher dividends in sugar industry 
will lead to a flow of capital into sugar shares from 
those of cotton or glass if the latter are paying lower 
dividends. The investors holding cotton or glass 
shares will sell them away and with the money so 
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realized will buy sugar shares. Geographical mobi¬ 
lity of capital is brought about by purchasing the 
shares of industries of foreign lands. 

Fixed capital is slow to move. As a matter of 
fact, it is absolutely immobile in short period. 
Money invested in capital goods like buildings, 
machinery, canals and railways cannot move until 
their value has been recovered through depreciation 
funds. To realize their full value they have to be 
worked out fully. Mobility will be incomplete if 
they are sold and even their sale will mean a heavy 
loss to their owners. There is no other way ol 
moving capital from such fixed investments, as 
machinery cannot usually be used for purposes othei 
than those for which it was specially constructed. 

There is greater scope of mobility of capital in 
those countries which are developing their industrial 

organization. Small-scale industries and businesses 
requiring small capitals like agriculture do not pro¬ 
vide such a big scope, unless the methods employed 
and instruments used so far in these industries 
been obsolete and uneconomic-agriculture in India, 
for instance—and improvements have recently begu 


to be introduced in it. . • 

8 4. Mobility of Capital in India— India 

industrially backward, and whatever 

been made in the development of importan >ndu« 

tries like mining, .jute tea and 
prises like railways and canals, is due mainly to th 
investment of foreign capital. On March 31 1937 

the liabilities of the Government of India to iore 
ers amounted to Rs. 503 crores paid up since then 

which had made the construction of railways < 

possible. It is difficult to arrive at an 
exact figure representing foreign investments in mi 

are dominated by foreign capital, yet a con.se < 
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estimate will put it as Rs. 100 crores. As against 
this sum, the investment of indigenous capital in- 
various enterprises including all kinds of privately 
owned industrial concerns, works out at Rs. 85 crores. 
This preponderance of foreign capital over Indian 
capital is more marked in shipping, plantation, bank¬ 
ing, insurance and commerce where against about 
Rs. 300 crores of Indian investment foreign invest¬ 
ments amount to nearly Rs. 500 crores. Clearly the 
external capital occupies a dominating position in 
Indian industries. 

§ 5. Lack of Mobility of Indian Capital.—The 

reason is the lack of mobility of Indian capital which 
is proverbially shy. This shyness is due to following 
causes: 

(0 The hoarding habit among Indians persists 
in spite of the security of life and property having 
been well established under British administration. 
Jewellery and trinkets still constitute the main form 
of savings by the bulk of population mainly due to 
social prestige attaching to this form of luxury. 
India has been called the sink of precious metal as 
since 1881 over Rs. 1200 crores worth of it was irn 
ported into the country. Though since September 
K31. the process has been reversed and she has lost 
over Rs. 375 crores of gold, a big amount still re¬ 
mains there to be cajoled into industry only if suffi¬ 
cient encouragement is coming forth, as has happen¬ 
ed with the rapid expansion of sugar industry. 

(??) Banking has been inadequately developed. 

, e deposits with commercial and joint-stock bank* 

aloneamounted 10 Rs. 479 crores in 1943; with the 

Rost Office Savings Bank Rs. 64-2 crores; the depo- 
sits and working capital of Cooperative Societies were 
nearly Rs 117 crores; while private bankers mav he 

t ^ ke . n f t0 hold y Ifst Rs. 50 crores. If the banking 
facilities are developed and public opinion educated 

F. 3r> 
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by propoganda, as it is done in England by starting 
savings campaign with the patronage of the royalty, 
huge amounts can be tapped and then utilized in in¬ 
dustrial and agricultural expansion. 

(Hi) Confidence of public in the success of banks 
and industrial concerns is lacking due to past failures. 
It should be strengthened by expert and efficient 
management of these institutions by persons of abi¬ 
lity and integrity. If it is done, industries will not 

starve due to lack of capial. 

(iv) Enterprising spirit is wanting among the 

people. Industries in India have been supported b) 
indigenous capital only when foreign capital and man¬ 
agement have proved them to lie safe after long 
working. Except the cotton and sugar industries, 
everywhere else even now Indian capital is slow o 
enter and assert itself. This lack of enterprise wd 
go but slowly as conservatism appears to be a national 
characteristic in matters economic as much as social. 

(«) The Government of India’s lukewarm sup 
port to Indian industries is responsible «> 

extent for retarding profitable investment of nationa 

mnital The policv of discriminate protection as 
sured the future of matches, Iron and Steel, cement, 
paper, sugar among others and Indian capi P 
into these with gratifying results, yet enterprises like 
shipping, transport, glass, chenucds and ma ^ 
have been trying with insignificant or no j_ 

all in winning protection against foreign P 
tion or at least an equal favour wi™ them ^ 

The above discussion unmistakably P°'" . of 

conclusions that (a) in India there is no tt t 

capital; (b) if adequate facilities for. the > nvesl ™ 
of Savings be available, capital will * s f su ® h ° r ( . ount ry 
its hiding place; (*) the government of the c b > 

should assure reasonable prospects for ’ndust -t 
granting them protection, and (</) the managem 
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of these concerns must lie in the hands of honest 

and efficient persons who can win the confidence of 
the people. 


EXERCISES 

1. What is mobility of labour? Explain its various 
ioiins and show tout it is a leveller of wapcs, 

2. A\ by do farm labourers in Indian villages prefer their 
va^es of tour annas a day to eight annas a day they can earn 
in the neighbouring cities? Why are they not able to take 
advantage of such opportunities? 

3. Can you suggest why Indian labour is so slow to 
move. Account for the difference in the mobility of (a) a 
farmer, (b) an artisan, and (c) a factory worker. 

4. Why is capital more mobile than labour? Does every 
torm of capital enjoy similar degree of mobility? 

5- “ Indian capital is proverbially shy.” Comment on 

the statement, and suggest means to remove that shyness. 

G. There can be a general rate of interest. Why? 

Account for the widely different rates of interest prevailing 
in different places in India. 6 


A 

f * • 
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CHAPTER VII 


PROFITS 


As popularly understood, profits mean excess of 
receipts over expenses in a business. Here it is im¬ 
material whether a producer contributes any other 
factor apart from enterprise or not. Irrespective of 
the fact that an individual producer may be owning 
the entire capital invested in his business or he may 
be his own landlord or his own manager, or all these 
at the same time, the excess of money realized in the 
business over expenses in the shape of cost of raw 
material and wages, will be called profit. The in¬ 
definiteness of this meaning will be clear from the 
fact that the income of a barber, after paying for 
the little depreciation on his instruments, will be 
called profits as also the income of a big partnership 
business paying enormous wages and interests bill. 
But really speaking in the first case they are more of 
the nature of wages while in the latter of the nature 
of salaries and profits really so called. 

5$ 1. Gross and Net Profits.—In economics a 
distinction is made between gross profits and net 
profits. If from the entire receipts of a business are 
deducted the expenses of production, i.e., money pay¬ 
ments made to outsiders for all kinds of services 
rendered to the business, the remainder is termed as 
gross profits. If from gross profit a deduction is 
made for the remuneration of the employer for ins 
own contributions of land, labour, capital and organ 
ization, i.e., for normal profits, the residue is called 


net profits 
§ 2 , 

enterprise. 


or simply profits. 

What is Profit? —Profit is the reward tor 
This should be distinguished from remu- 
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neration for organization. Organization can be 
transferred to the managerial staff who are paid 
salaries which in their nature are similar to wages 
paid to other labourers, but enterprise cannot be 
separated from the owner-producer. A person who 
has no capital cannot undertake any risk. A man¬ 
ager as such, has no capitalistic interest in the busi¬ 
ness; he simply organizes or co-ordinates land, labour 
and capital and is paid a contract-wage for his 
service. The remuneration for enterprise is not 
paid on a contract basis. It is a residue left after 
everybody else has been paid on contract basis. In 
the case of an enterpriser being also an organizer, 
the residue may count as the payment for both organ¬ 
izing skill and risk but both these can be separated 
and should be understood as independent items. 

§ 3. Wherein does the risk lie?— An entre¬ 
preneur makes a forecast of the receipts and expen¬ 
diture of a business before actual production. 
The receipts are calculated on the basis of the 
market conditions, and prices that will obtain 
in the near future when entrepreneur will be putting 
his supply in the market. On that basis he plans 
his business; he decides on the goods or services he is 
going to supply and the scale of production. This 
being settled, he proceeds to bring together the re¬ 
maining factors of production and enters into a con- 

dpfi C nit Wlth f th ^ agentS ° f P roduction to pay them a 
e late of remuneration for their services. As 

has been explained before, his guide in such con- 
manacws llh mn<ll0rd ; lab0Urers ’ ca P italists an d 

manager is the prospective net marginal product!- 
vity of each factor of production. If his forecast 
of this productivity of factors comes out right and 
so the expectation of price which he will realize 
on his produce, it is well and good and the entre 
preneur makes a profit. But if either the prices at 
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the time of disposal of goods are low or the pro¬ 
ductivity of the factors turns out to be less than 
expected the entrepreneur will suffer a loss. 

§ 4. Factors which create risk. —Whatever 
affects the prices of a commodity through its demand 
and supply, creates an element of risk in the busi¬ 
ness of that commodity. If there occurs a change in 
fashions and an article so far held in popular favour 
loses in its demand, the price will be reduced and 
the producers may suffer a loss. On the other hand, 
a favourable turn in fashion or custom will increase 
its demand and raise the price and bring handsome 
profits to the producers. On the supply side, dis¬ 
covery of a substitute will adversely effect the pros¬ 
perity of the business in the original article as the 
manufacture of artificial silk has reduced the profits 
of real silk industry and the use of paper bags has 
lowered the profits on gunny bags. It is possible 
that the machinery which has already been installed 
may be rendered obsolete or out-of-date by a newly 
invented process that can turn out much cheaper 
goods. It will spell loss to the old producers. 

Improvements made in the means of transport 
and communication and the discovery of new marketSy 
extend the sale of the goods and mean more profits^. 
Similar is the result of a general rise in the pros¬ 
perity of the old customers of a business. But if 
new firms start business and begin to compete in the 
markets which were solely held by other producers, 

the latter begin to suffer. 

If strong foreign competition has to be faced, 
the profits are reduced much more heavily. Lan¬ 
cashire was controlling till the War the entire supply 
of cotton yarn and piece-goods imported into India. 
The War gave an impetus to the development ot 
Indian cotton industry and Japan also got an oppor¬ 
tunity to improve her cotton industry. Lancashire 
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has been, therefore, facing the double-sided competi¬ 
tion in Indian markets and losing much of its busi¬ 
ness. 

Labour troubles like strikes and lock-outs seri¬ 
ously reduce the supply and increase overhead charges. 
Political unrest may make marketing a very difficult 
and risky business as in China and some of the modern 
European states. Boycott and political sentiment 
may lead to an unexpected increase or diminution in 
the demand for goods as happened in India in 1930 
and China in 1932. Natural calamities like lire, 
floods and earthquake disturb the entire system of pro¬ 
duction and upset the market equilibrium. 

All these factors create risks. Risks like those 
from fire or seas can be insured against but not the 
rest and they have to be borne by the producers. ' 

§ 5. Inequality in profits.—A greater inequal¬ 
ity is to be found in profits than the inequality in 
wages or in interest. Mobility of labour and capital 
helps considerably in equalizing wages or interest on 
capital engaged in different businesses, but in case of 
profits there being a greater scarcity of enterprise 
and little chance for mobility, vast difference is' met 
with from an individual to an individual and this 
difference has a tendency to perpetuate itself due to 
certain reasons. 

The first is the lack of capital with people in 
general. As has already been pointed out, no enter¬ 
prise is possible without capital, the comparatively 
poor producers cannot have much to risk. ‘No risk, 
no gain’ principle is applicable to business with’ 
greater force. Even if the poorer enterprisers bor¬ 
row capital in good quantities, they will not dare 
risk it so much as an entrepreneur who owns his 
capital. The rich enterpriser risks his capital and 
makes profits which go to increase his canital in 
future and his power to risk further. Thus the 
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inequality in enterprise and consequently its remu¬ 
nerations go on widening. 

The second reason is that for the success of a busi¬ 
ness the enterpriser has to establish a goodwill. He 
may start with buying one, but such goodwill will not 
be substantial as otherwise why the original business¬ 
man should think of selling the goodwill of his busi¬ 
ness. At any rate, the entrepreneur, who starts with 
a bought goodwill, has better chances of prosperity 
than one who has to create one for himself. This 
latter enterpriser has to spend considerable sums on 
canvassing and advertising before the prospects of 
the business brighten up. If they do not, he suffers. 

Another factor which makes for the success of 
an interprise is the knowledge, not only of the tastes 
and fashions of the consumers and technicalities of 
production, but of the inner secrets of the business 
itself which are jealously guarded by the ring dealers 
in a commodity. Until he is admitted into that circle, 
and he has to hang on for pretty long for that admis¬ 
sion, his success will be more precarious than certain. 
All enterprisers do not succeed in that; hence the in¬ 
equality in profits. 

EXERCISES 


1. Explain the term ‘ Profits.’ Why is the payment; 
of profit necessary in the economic system of today? 

2. Analyse “profits” into its various constituents. 
AVhat function does profit perform in industry? 

3. Make a list of all the items of cost of production oi a 
village weaver. How will you determine his profits. 

Will you call the income of an investor as wages or 

profits? , 

4. “A” establishes a small factory for crushing oilseeds 

with a capital investment of Ks. 50,000. At the end of the 
first year he realizes Its. 12,000 from the sale of oil excluding 
the cost of labour and raw materials. Under what hea s 

should this amount be apportioned and why? 

5. What does ‘gross profit’ consist of. Enumerate 
the factors that create risk and make the existence oi pro s 


necessary. 
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PUBLIC FINANCE 

The state has always been recognized as an 
essential institution of an organized society. It is 
necessary not only for the preservation and progress 
of social structure but also for the growth and 
prosperity of economic life. It provides peace and 
security, the two conditions indispensable for economic 
well-being. The functions of a government have varied 
according to the needs and requirements of peoples 
at different stages of their history. But due to greater 
complexity of our social, political and economic lite 
these days the functions of the state have also grown 
more numerous and more complicated. 

§ 1. State Functions.— 

A government has to perform two sets of func¬ 
tions: Primary and Secondary. The primary group 
includes (i) Defence of the country against nava , 
aerial and overland invasions; (ii) Maintenance of 
Law and Order in the country with the help of the 
police, judiciary, prisons and convict settlements; 
(iii) Civil administration, i.e-, maintenance of legis¬ 
latures, secretariat, civil services, heads of government 
and arranging for the collection of taxes and other 
sources of the state revenue; and (iv) Debt service, 
floating of the government loan and arranging for its 
repayment and periodical interest. The secondary 
group of functions includes (i) Social services like 
education, medical and public health, unemployment 
insurance, famine relief and the like; (ii) Public under¬ 
takings, i.e., commercial enterprises and public utility 
services like railways, posts, telegraph and telephones, 
irrigation schemes and supply of water, gas and" 
electricity; and (iii) Miscellaneous items including 
pensions, refunds and other minor items. 
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A government worthy of its name must efficiently 
perform the primary functions. In addition, people 
expect the state to undertake not only what are called 
the nation-building activities like education, etc., but 
also such matters of social and economic reform as 
temple entry, marriage regulation, redemption of debts 
of individuals and protection of the industries of the 
country. As a matter of fact, people are delegating 
to the state the powers and functions which originally 
belonged to private bodies and are thus increasing the 
responsibilities of the government and its powers to 
interfere with, regulate and control private lives. 

§ 2. Public Finance—For the performance of 
these functions the government must have funds; and 
the greater the functions and responsibilities of the 
state, the greater will be the power needed by the 
state to realize the necessary funds- These funds will 
of course be spent on the people for their benefit. 
Under Public Finance is studied how the public 
authorities secure their necessary revenue and how 
they spend it in performing their governmental 
functions. 

§ 3. Public Revenue.—The sources of revenue of 
a state are:— 

(i) Public property like forests, crown lands, 
and mines yield regular income from the 
sale of forest produce, rent on land and 
royalty on mines. 

(it) Commercial Enterprises. —The state usually 
owns productive and distributive enter¬ 
prises like railways, post office, telegraph 
and telephone and supply of water, gas 
and electricity. It supplies goods and 
services and charges price for the same 
from the people enjoying them. These 
enterprises are government monopoly 
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and no private bodies are permitted to 
compete with the state in these lines. 

(Hi) Special Assessment. —Special services like 
registration are offered to the people who 
accordingly pay for these services. 

(iv) Taxes. 

(tf) Other items like fines , penalties, contribu¬ 
tions and tributes. —Fines and penalties 
are not imposed with a view to increase 
the government revenue but to punish 
the breakers of laws of the land. Revenue 
from these items is only an incidental 
gain to the state. Contributions to the 
state funds are made by the public- 
spirited persons as voluntary gifts for 
purposes of social benefit like education, 
medical and others or to assist the 
government to meet an emergency like 
famine, floods and war. Tributes are 
received from dependent states that in 
recognition of the protection extended 
by the paramount power as the Govern¬ 
ment of India receives tributes from 
Indian states. 


§ 4. Fublic and Private Expenditure.—There 
are certain marked differences between public expendi¬ 
ture of state revenue and individual expenditure of his 
income: 


(?) Whereas an individual aims at keeping his 
expenditure within his income, a state must secure the 
necessary funds to perform its duties. That is to sav 
a person cuts his coat according to the cloth, but a 
state has .to get the cloth big enough to produce the 
coat, in case the ordinary revenue falls short of the 
penditure, a state has to borrow even for un¬ 
productive purposes like war and famines. 
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(ii) Savings are an essential feature of an indi¬ 
vidual's budget, but a public body follows the aim of 
balancing the budget or equalizing revenue and ex¬ 
penditure- Surplus budget means that the revenue 
exceeds the expenditure. Such budgets are indica¬ 
tions of the solvency of the state but should not be 
recommended as they are likely to induce the author¬ 
ities to become extravagant. A deficit budget showing 
expenditure in excess of revenue, on the other hand, 
compels the authorities to exercise economy and is 
preferable to a surplus budget. 

(m) An individual expenditure is guided bv the 
motive of the maximum personal gain while the state 
expenditure aims at not benefiting particular indi¬ 
viduals or sections of the population but conferring 
the maximum of benefit on the country as a whole. 

. § 5. Tax- 

Tax has been defined as a compulsory contribution 
from the subjects to the state for participation in the 
common benefits of protection of life and property that 
the state confers on all, and not for any special 
advantage resulting from this payment to the taxpayer. 
The essence of a tax is that there is no implicit or 
explicit understanding between the taxpayer and the 
public authority for conferring any specific benefit or 
advantage by the government on the subject for the 
tax he pays. The amount of tax paid bears no relation 
to the benefit the taxpayer may receive. A rich man, 
for example, paying ten times income-tax cannot clam 1 
nor expect to receive ten times the benefit enjoyed b) 
the poor man. 

Tax is not a price. Price is paid for the services 
of a commercial nature rendered by the state and is 
proportionate to the amount of services received, as 
the price paid for postage stamps, railway tickets, and 
gas and e ectricity consumed in the house. The pay- 
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m.ent of tax is not in lieu of any such specific services 
rendered by the state. 

§ 6. Tax, Fees and Special Assessment— 

A fee is a payment made for the special service, of 
a non-commercial nature, rendered by the government 
as court-fees, stamp-fees and licence-fees. 

A special assessment is a contribution levied for 
special benefits resulting to a person’s property, and 
is proportionate to the special advantages so received. 
The construction of a park will benefit the inmates of 
the houses in its immediate neighbourhood by remov¬ 
ing congestion, providing more wholesome air and 
playing grounds for the children. A fee charged 
because of these special advantages to the people will 
be called special assessment. 

Thus while fees and special assessments art paid 
for special and direct services rendered and improve¬ 
ments made for the benefit of the payers, taxes are paid 
by the people for the benefits which cannot he traced 
to particular individuals but are supposed to be equally 
beneficial to all. 

§ 7. Canons of Taxation.— 

Adam Smith laid down Equality. Certainty, Con¬ 
venience and Economy as the four canons of taxation 
to which the late # r writers have added the canons of 
Productivity, Elasticity and Simplicity. 

(i) Equality .—The canon of equality does not 
mean that all whether rich or poor should pay an equal 
amount of tax revenue but that the burden of the taxes 
on different classes of people should be equitable that 
is justly distributed. There is no justice or equity if 
the rich and the poor have to pay the same amount as 
an equal contribution from the poor means greater 
contribution in terms of sacrifice than that imposed 
upon the rich. As a matter of fact, to ensure equality 
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of sacrifice the rich should not only pay more tax 
money than the poor, but they should be made to pay 
jroportionately more. This object is achieved by 
niying a progressive tax like the Indian income-tax 
whose rate increases with increase in the income of the 
taxpayer, the rate being 9 pies in the rupee for taxable 
income up to Rs. 5000 but 15 pies in the rupee for 
incomes up to next Rs. 5000. 

(it) Certainty .—The tax that each individual is 
bound to pay ought to be certain and not arbitrary. 
The time of payment, the manner of payment, the 
amount to be paid, ought all to be clear and plain not 
only to the contributor but also to every other person. 
The government should also be able to estimate with 
some accuracy the probable yield of a tax. 

(Hi) Convenience .—Every tax should be levied at 
the time, and in the manner in which it is most likely 
to be convenient for the contributor to pay- Indian 
taxes furnish good examples: the income-tax is deduct¬ 
ed when the salaries are paid; land revenue is collected 
when the crops have been harvested; and taxes on 
commodities are realized as included in the price when 

the consumers are purchasing them. 

(iv) Economy .—The cost of collection of a tax 
should be as low as possible so that the greatest benefit 
may accrue to the state from the amount of tax paid 

by the taxpayer. • . , . 

(a) Prodnctivity .—The tax should not only bring 

rich revenue to the state but should in no way reduce 

the productive capacity or economic resources ot tne 

country. It is on these considerations that exports 

from India are duty-free as otherwise Indian exports 

would be dearer and suffer in competition with tne 

goods of other countries in foreign markets. Income- 

tax in India is both productive and harmless to 

business enterprise. ., , 

(vi) Elasticity .—The tax system should be so 
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devised that in times of emergency or with growing 
needs of the state, it should automatically bring higher 
revenue. The Permanent Settlement lacks this virtue 
as its yield has not increased with increase in the 
productivity of land. 

(vii) Simplicity .—A tax should be plain and 
simple and intelligible to people in general- 


8. Direct and Indirect Taxes. 


Impact Incidence and Shiftiny of a Tax .—The 
impact of a tax falls upon the person from whom the 
tax is collected in the first instance, while the incidence 
or burden of the tax is borne by the person who 
ultimately pays the tax. A person from whom the 
tax is collected in the first instance is not necessarily 
the person who bears the burden of it. He may be 
able to shift or transfer the burden on to somebody 
else. The impact of the house-tax falls upon the 
owner as it is realized from him, but if he shifts it on 


to the tenant and charges it from him by way of 
increased rent, its incidence does not fall upon the 
house-owner but upon the tenant as he ultimately pays 
it and bears the burden. Both the impact and the 
incidence of income-tax fall upon the same man as he 
pays the amount in the first instance and, because he 
cannot shift it, he bears the burden as well. 

Direct Tax. A direct tax is a tax imposed upon 
a person with the intention that he should also bear 
the burden of it as income-tax. Both the impact and 
incidence of a direct tax fall upon the same individual. 
He is not expected to shift the burden to anybody else- 

Indirect Tax .—An indirect tax is a tax levied 
upon a person with the intention and expectation that 
he will compensate himself by shifting the burden on 
to somebody else. The impact and incidence of an 
indirect tax are expected by the taxing authority to 
fall on different individuals. The duty on match- 

F. 36 
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boxes is realized from the manufacturers who are 
expected and do succeed in transferring the burden to 
the consumers who ultimately bear the incidence in the 
form of higher prices in which the tax amount has been 

included. 

If sometimes a person paying a direct tax succeeds 
in shifting it to someone else, the tax will not cease to 
be a direct tax; nor will an indirect tax become a direct 
one on account of the failure of the payer of the tax 
in the first instance to shift it to someone else. A tax 
is direct or indirect because the taxing authority 
intends the former not to be shifted but the latter to be 

shifted. 


§ 9. Advantages of Direct Taxes.— 

1. Direct taxes are convenient to the taxpayer as 
the amount to be paid and the time and manner of 

payment are known to him. . 

2. They are economical as the cost of collection 

is low specially when they are realized at the source as 
in the case of income-tax that is deducted from the 

salaries before they are paid- 

3. They enjoy facility in collection as the taxing 

authorities can easily collect them like income-tax 
collected at the source. 

4. They are highly elastic as the rates ot the 
taxes can be easily raised to bring in more revenue o 

the government to meet an emergent e xP e " dl ™ r * n 

5. As direct taxes are collected at the sour , 

there is little or no chance of evasion. 

6. They are equitable as the rich are made to pay 

more than the poor by applying to them the prin p 

°' TtST possess educative value a, the, 
produce civic consciousness among the tax paye rs v “ 
begin to take keen interest in the manner in which tn 
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tax revenue is spent by the state and become watchful 
and critical of the duties performed by it. 

§ 10. Disadvantages of Direct Taxes.— 

1. Direct taxes are disagreeable as the taxpayers 
know that they are losing a part of their income and 
feel this loss. This dislike is further increased if the 
rates are enhanced and there is likelihood of serious 
discontent spreading among the people as a conse¬ 
quence of heavy imposition. 

2. They are discriminating against the rich as 
their incidence falls upon the rich alone who possess 
valuable property or high income liable to tax, while a 
big section of population composed of the poor is left 
free of these taxes. Incometax. tax on buildings and 
houses and others fall entirely upon the rich. 

3. Direct taxes may impose unnecessary burden 
upon the payers as there are chances of wrong calcula¬ 
tion of the income or the value of their property. In 
these circumstances the principle of justice cannot be 
maintained. 

4. They lead to evasion and while people are 
detected in the act of evading the taxes, severe 
penalties are likely to be imposed upon them- Thus 
they may disturb the harmony of relations between 
the state and the taxpayers. 

§ 11. Merits of Indirect Taxes— 

1. The great merit of indirect taxes is that they 
are least irritating or disagreeable. People paying 
them do not become even conscious of them and there¬ 
fore do not feel the payment. 

2. Moreover, because the amount of the tax is 
included in the price of the commodity people can pay 
them at the time most convenient to them. If they 
do not want to pay, they have only to postpone the 
purchase or go without the commodity. 
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3. They are highly productive if the base chosen 
is a group of articles of general consumption. Customs 
yield about Rs- 50 crores to the Central Government 
per year and are the most productive source of income 

to it. . 

4. They are also elastic , in times of prosperity as 
their increased rates do not cause undue hardship to 
the consumers of the commodities. 

5. Finally, they are equitable as they bring about 
a just distribution of the tax burden by making the 
poor also pay towards the cost of the government. 


§ 12. Demerits of Indirect Taxes.— 

1. The cost of collection of indirect taxes is high 

as the process of assessment is a long one. 

2. They are discriminating against the poor as 
a greater percentage of their income is spent on the 
commodities indirectly taxed. A poor person pays a 
higher percentage of his income as salt-tax than a rich 
one, though both may be consuming equal quantities 

of salt- , .. . 

3. They encourage smuggling of the heavily tax¬ 
ed commodities. Attempts have been to evade the 
import duties on foreign goods by sending them to some 
of Indian States and smuggling them across the land 
border into British India. It is also a problem for 
British Indian provinces to guard their boundary 
and prevent the smuggling of opium and narcot 

drugs coming from Indian States. . , . 

4. They harm industries if the raw material l 

taxed as it results in a higher cost of P r0 .? uctl ? n ° f th 
finished commodity that loses some of its sale in 

market. 


Indian Finance 


§13. Before the Great War.— 

Before the Great War there used to be one joint 
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uudget for the Imperial and Provincial Governments. 
The revenue was allotted as follows : (i) Imperial 

Heads —Land Revenue, Customs, Salt, Opium, Com¬ 
mercial Undertakings and Tributes, etc.; (ii) Pro¬ 
vincial Heads— Civil Departments, Provincial Works, 
Provincial Rates, Education and Medicine, etc-; and 
(iii) Divided Heads like Forests, Excise, Stamps, 
Registration, etc., whose yield was divided between 
the Imperial and Provincial Governments. I he 
land revenue formed the mainstay of Indian 
finance responsible for more than 50% of the 
total revenue while the customs yielded poor re¬ 
venue. 

This system of divided heads was the cause of 
constant interference by the Central Government and 
the provincial development was hampered as they were 
allotted poor sources of income, depended on the 
grants made by the Centre and had no independent 
powers of borrowing and taxation. 

§ 14. Montague-Chelmsford Reforms.—Abolish¬ 
ed the system of Divided Heads and introduced a new 
allocation of revenue and expenditure. The principal 
heads of revenue of the Central (Imperial) Govern¬ 
ment were customs, taxes on income including Super- 
Tax, Salt, Opium, other heads like tributes from 
native states and other items like Railways, Posts and 
Telegraphs, Currency and Mint, and Military receipts. 
The Provincial heads included Land Revenue, Irriga¬ 
tion, Excise, Stamps, Registration and Forests. The 
provinces were also empowered to impose, without the 
previous sanction of the Central Government, any of 
the taxes like succession duties, tax on non-agricultural 
land, on advertisement, amusements and gambling, 
etc. For other taxes the previous sanction of the 
Government of India was essential. The Local 
Governments could levy taxes on Land and Land 
values, Buildings, Animals, Vehicles, Trades and 
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Professions and Markets, Toll, Octroi, Water-Tax 
and Scavenging Tax, etc. 

Thus the Provincial Governments became finan¬ 
cially autonomous bodies and had the powers to impose 
new taxes and raise loans in the money market. 

§ 15. Meston Award.—This clear demarcation 
between the Central and Provincial heads and transfer 
of Land Revenue and Stamps to the provinces resulted 
in the deficit of Rs. 983 lakhs in the Central revenue. 
The Meston Committee appointed in 1920 to 
investigate into this matter decided that the provinces 
should make contributions to help the Central Govern¬ 
ment to meet the deficit. Madras was to contribute 
Rs. 348 lakhs, U.P. Rs. 240 lakhs, Bengal Rs. 63 
lakhs, Bombay Rs. 16 lakhs and Assam Rs. 15 lakhs. 
The provincial contributions imposed severe burden on 
agricultural provinces like the U.P. while the industrial 
provinces like Bombay were let off easily. < This 
burden-some system was abolished in 1928-29. 


§ 16. The Reforms Act of 1935.— 

The Government of India Act of 1935 contains the 
following provisions for financial arrangement:— 

Customs including export duties, federal duties of 
excise on tobacco and other goods manufactured in 
India like sugar and matches, duties on salt, taxes on 
income other than agricultural income, corporation 
tax, are to be levied and collected by the Federa 
Government. The duties in respect of succession to 
property other than agricultural land, stamp duties 
in respect of bills of exchange, cheques, promissory 
notes, insurance policies, etc., terminal taxes on goo 
and passengers carried by railway and air and taxes 
on railway fares and freights are to be levied and 

collected by the Federal Government, not to form pa 
of the Central revenues, but to be distributed amo 0 
the provinces and federated states. 
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Thus the more productive heads were allotted to 
the Federal Government while the heads of Province- 
revenue yield poor returns and are inelastic though 
the provincial needs under the provincial autonomj 

are expanding. 

§ 17. The Niemeyer Award.— 

The matter was looked into by Sir Otto Nieme/ei 
who recommended in 1936 an immediate financial as¬ 
sistance to the provinces from the beginning of provin¬ 
cial autonomy. It was to be partly (i) in the form ot 
cash subventions, (it) partly in the form of cancel ac¬ 
tion of the net debt incurred previous to April l, 
1936, and (Hi) partly in the form of distribution to the 
jute-growing provinces of a further Yl\°/ 0 of the jute 
tax, (50% of the tax on jute was already granted to 
the provinces) raising it to 62£%. 

The annual cash subventions are as follows :— 

To the U.P. Rs. 25 lakhs for 5 years only, 
to Assam Rs. 30 lakhs, 
to Orissa Rs. 40 lakhs, 

to the N.-W. F. Province Rs. 100 lakhs, subject 
to reconsideration after 5 years, and 

to Sind Rs. 105 lakhs to be reduced by stages 
after 10 years. 

Sir Otto Niemeyer also recommended half of the 
proceeds of income-tax to be distributed among the 
provinces on the following percentage division :— 
Bombay 20, Bengal 20, Madras 15, U.P. 15, Bihar 
10, Punjab 8, C.P. 5, Orissa 2, Assam 2, Sind 2 and 
N.-W.F. Province 1,—the contribution to be made 
after 5 years from the inauguration of provincial 
autonomy. 
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§ 18. Central Government.— 

Heads of Revenue 

Customs. —Customs include Import and Export 
duties. Export duties are taxes imposed on goods 
leaving the boundaries of India. The two impor¬ 
tant items on which export duties are levied are rice 
and jute, the duties on hides and skins having been 
abolished in 1934-35 and 1935-36 respectively. Most 
of the foreign goods entering India pay import duties 
except the instruments used in agriculture, dairy 
and poultry farming, paper-making materials, books, 
magazines, Indian currency coins, and a few other 
minor items. Import duties are either revenue 
duties imposed with a view to bringing an income to 
the government, the present general level operating 
in India being 25% with a surcharge of 20%; or 
protection duties imposed on those foreign goods 
against whose competition the growing and nation¬ 
ally important industries of the country are to be 
protected. Sugar and matches hear a high protec¬ 
tive duties to the extent of Rs. 7/12/- per cwt. and 
Rs. 1/10/- per gross of boxes at the minimum. The 
import duties are regulated by the trade agreements* 
made with England and Japan. British goods 
enjoy a 10% general preference in India in return 
for similar preference allowed to Indian goods in 
England. A fresh tariff board has been constituted to 
consider the case for protection of 14 Indian indus¬ 
tries and its conclusions are likely to affect import 
duties levied on a number of imported goods. Fresh 
trade agreements with foreign countries specially 
England and U. S. A. will further lead most prob¬ 
ably to a reduction of duties all round with a view 
to expanding the world trade. 


*See chapter on ‘Trade’ for further discussion. 
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Central Excise. —Before the war the central 
excise revenue was mainly derived from duties im¬ 
posed on sugar and Matches manufactured in the 
country. Due to high protective duties imposed on 
these articles coming from foreign countries, their 
imports have dwindled and the loss of revenue to the 
Central Government is partly made up by excise duty 
on factory sugar at Rs. 3/- per maund and on khan- 
dsari at -/10/- a maund while matches pay at the 
rate of Rs. 2/- as the minimum duty per gross of 
boxes containing upto 40 match sticks per box. The 
war has seen the imposition of central. Exciseduties 
on betel nut, coffee, tea, tobacco, vegetable products, 
kerosene, motor spirit, tyres, steel ingots and coal cess. 

The customs used to occupy the place of honour 
among the sources of revenue to Central Government 
but now the central excises bid fare to top the list. As 
against a comparatively small revenue of Rs.7*6 crores 
in 1937-38 their estimates in 1943-44 stood at Rs. 41 
crores compared to customs revenue of Rs. 26 crores. 

Taxes on Income.— Incometax is ch ar ged on 
incomes, other than from agriculture, of Rs. 2000/- 
or more per year. It is a progressive tax as the rate 
increases with a rise in income and is calculated on 

slab-system as given below. Due to the exigencies 

of war, a 66 per cent surcharge is applied unl ™ r ' 
ly over all levels of income. Recently a 10 4 re¬ 
bate has been allowed on earned inC( ?™ e ?' 
no tax is chai’ged on this portion, while 
from investments bears the full burden of the tax. 

Basic Rate. Surcharge 


Where the total income does not exceed Rs. 
Where the total ineome exceed* Rs. 2000 : 
First Rs. 1500 ... * 

Next, Rs. 3500 
Next Rs. 5000 
Next Rs. 5000 
On the balance of total income 


per rupee 

2000: Nil 

Nil 
9 pies 
15 pies 
94 pies 
30 pies 


Nil 

Nil 

6 pies 
10 pies 
16 pies 
20 pies 
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Super-Tax is levied on incomes in excess of 
Rs. 25,000, the rate rising from 12 pies per rupee to 
84 pies per rupee on incomes exceeding Rs. 5 lakh. 
The super-tax is also liable to surcharge rising from 
12 pies to 42 pies per rupee. 

Corporation Tax. —It is a tax imposed on the 
corporations or registered companies doing business 
in India. The rate originally imposed was one 
anna per rupee, since increased to ? 

Excess Profit Tax. —Excess profit tax came into 
operation in 1940-41 to he levied on war profits above 
a taxable minimum of Rs. 30,000 earned since Sep¬ 
tember 1, 1939, these excess profits to be calculated 
on the basis of a standard year to be so chosen by 
the assessee from among the financial years from 
1935-36 to 1939-40. The rate at present stands at 
66|% plus the compulsory deposit of 19/64 of tax. 
An assessee can withdraw this compulsory deposit 
within 12 months of the termination of hostilities or 
2 years from the payment of the deposit whichever 
is later. On that money he would get 2% interest. 

Salt Tax. —It is a duty imposed on salt manu¬ 
factured in India, the rate being Rs. 1/9/- a maund. 
Salt is a government monopoly in the sense that the 
exclusive right to manufacture salt for sale belongs 
to the government. On imported salt a duty of 
Rs. 1/10/6 per maund is imposed. There is no other 
tax so unpopular in India as this one, nor does any 
other salt touch the pockets of the poorest in the land 
so universally as the tax on salt which is an indispens¬ 
able necessity for all. Public opinion has all along 
been strongly in favour of abolishing it all together. 

Opium.— Opium is another government mono¬ 
poly. The importance of this item has dwindled 
as the exports have vanished in pursuance of a policy 
adopted since 1926 by the Government of India to 
reduce the exports by 10% each year. China was 
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the chief purchaser of Indian opium. Now the in¬ 
come under this head comprises the price of opium 
sold to provincial government for consumption with¬ 
in their own provinces. 

Other Heads. —The main item here is the tri¬ 
butes for the Government of India as paramount 
power, receives from the native states and agencies. 
The item will vanish as soon as the states join the 
Indian federation as units enjoying the privileges 
and undertaking the responsibilities similar to those 
of the British Indian provinces. 


Heads of Expenditure 

Direct Demands on the Revenue. —These repre¬ 
sent the cost of collection of revenues from customs, 
central excise, incometax, salt and opium, etc. This 
item should be kept as low as possible so that the ne 
income to the government from these sources may 
maximised in accordance with the canon of economy. 

Commercial enterprizes.— Railways, Posts ana 
Telegraph and Irrigation are the chief commercia 
services rendered by the Indian Governmen . 
separate Railway Budget is prepared and the net 
contribution made by the Railway services to tne 
general revenue is the gain to the government, 
the sake of budget accounting, net receipts are snown 
on the revenue side and the miscellaneous an 1 
terest calculated on the capital investments on rail¬ 
ways is shown the expenditure side. The expen 
ture incurred in maintaining and running the rosi* 
and Telegraph and Irrigation departments is shown 
against there head and includes likewise the mtei 

and miscellaneous charges. , • 

Debt Services.— The expenditure under th 

head represents the interest paid by the ce 
government on its public debt in India. Befoie 
war, a major portion of the item was paid ioi tne 
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external debt which has now been paid up and India 
is no longer indebted to foreign countries. It may 
be noted that major portion, i.e. t 80°/ o of the Indian 
debt has been incurred for financing productive 
enterprizes. 

Civil Administration.— The expenditure under 
this head has been enormously increased in recent 
years and will in all probability be further increased 
with the expansion of the old departments and addi¬ 
tion of the new ones. It represents the salaries of 
the staff of the Central Government, maintenance of 
the head of the government, central legislature, poli¬ 
tical department, scientific, educational and medical 
institutions arid the expenditure incurred in govern¬ 
ing the centrally administered provinces and areas 
like Ajmer-Merwara, Delhi, Coorg and Baluchistan. 
The Indian administration is one of the costliest in 
the world and is noted for high salaries and favour¬ 
able allowances admissible to various Indian services. 

Defence Services. —These include the expendi¬ 
ture incurred on the recruitment, training, equip¬ 
ment and maintenance of naval, land, and air 
forces both in India and foreign countries and of 
harbours, strategic railways and defence works. A 
very high percentage of the country’s revenue was 
taken up bv the defence services even in peace time. 
During the war, of course, the expenditure had to be 
increased for obvious reasons, and it is expected that 
as a result of demobilization rapidly going on these 
days and speeding up of the Indianization of all 
military services recently announced by the Com¬ 
mander-in-chief, the defence burden will be reduced 
to much lower level at an early date. 

Civil Works. —This head includes expenditure 
on the construction and maintenance of the public 
buildings and roads under the charge of the Central 
Government. 
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THE FINANCES OF THE PUNJAB 1945-46 


Revenue Receipts 

M 


In lakhs 

In lakhs 

of rupees 

of rupees 

Principal Heads of Revenue 

Land Revenue. Net ... 333 3 
Provincial Excise ... 328"2 


Forests ... ••• 837 

Registration ... 20 1 

Irrigation (Net Receipts) 605‘6 
Receipts under Motor 
Vehicles Acts ... 127 

Other Taxes and Duties 850 



Sources of Revenue 

Land Revenue— From ancient times land reve¬ 
nue has been the sheet anchor of .Indian finance 
and even since the transference of this head fr ° m , 
central to the provincial government in 191 , 
revenue is the biggest source of provinces. Y 
source has the demerits of being inelastic and un 
certain. Being fixed for the settlement period iang 
Zg from 15 10 30 years, it cannot t. mcrmeJ ■» 
times of emergency even if the rise in the p ^ ^ 
the farm produce may be justifying it. rn l tura l 

caTamities like hail, frost and floods, remission and 

suspensions are often allowed by the g ov ® inme " t 
creating uncertainty in its realization. Moieove , < 
the pei centage share of the government charged on 
the rental assets from the landholders is uniform, 
burden falls more heavily upon the poo 
smaller landlords than upon tte 'nchm' a d b ^ 
ones. Better provision of irrigation lacmt e , 
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cultivation of commercial crops and introduction of 
better systems of agriculture will help to increase the 
productivity of land revenue. 

Excise.—Provincial excise, as distinguished from 
central excise explained earlier, is the revenue deriv¬ 
ed from the manufacture and sale of intoxicating 
drugs and drinks like ganja , bhang , chains, toddy 
and liquors and from the fees of licences for their 
sale. The income under this head had begun to 
diminish on account of the policy of prohibition in¬ 
troduced in these provinces and it is expected that 
this restrictive policy of the government supported 
by popular prejudice against the use of intoxicants, 
and temperance propaganda, will result in progres¬ 
sive reduction in provincial excise revenue. 

Stamps.—Stamp revenue is derived from two 
classes of stamps, commercial and judicial. Com¬ 
mercial stamps are affixed to all types of commercial 
agreements like deeds of sale and purchase, debts and 
mortgage, inheritance and assignment, insurance 
and bills of exchange and others. Judicial stamps 
are affixed on court papers of various sorts and civil 
suits on the basis of their valuation. 

Forests.—The revenue under this head is deriv¬ 
ed from the sale of timber and other forest produce, 
grazing fees and licence fees for extracting minor 
products like bamboo, fire wood etc. Forests can 
yield much greater revenue if they are well conserv¬ 
ed and better exploited. The 'establishment of 
Forest Research Institute at Dehradun in 1914 with 
its five main branches namely Silviculture (dealing 
with production side of forestry), Forest Botany, 
utilization, Entomology and Chemistry, and Minor 
Forest Products, has been improving the productivity 
of forests, and leading to better utilization of • 
the products with correspondingly increased re¬ 
venue. 

F. 37 
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Registration.—It is a fee charged on the bonds, 
agreements and deeds that are registered with the 
Government and the amount paid is in. addition to 
the stamps affixed to them as explained above. Its 
amount corresponds with the value of the document 
registered. It is compulsory to register certain docu¬ 
ments like gifts and transfers of immovable property. 


Irrigation.—Revenue under this head is deriv¬ 
ed from the water rate imposed on the cultivators 
for water supplied to them for irrigation purposes. 
The net income from irrigation constitutes a very 
profitable source to the provincial governments, occu- 
pying second place among the major heads in the 
Punjab and third in the U.P., with the expansion 
of irrigation facilities as contemplated, this source 
bid fair to occupy the topmost position in the neai 


future. 

Other Taxes and Duties.—These are the taxes 
which the Provincial Government has imposed in 1 s 
discretion as allowed since the Reforms, as taxes on 
entertainments, gambling and advertisement. W ei- 
tainment tax though only recently imposed m U. -r* 

has proved an immediate success. . , 

Other Heads.—Other Taxes on Income is the 

share from the proceeds of the taxes imposed on in 
come and realized bv the Central Government in tne 
first instance but later on transferred to the r - 
vincial Government. Motor vehicles also contubut 

to the provincial revenue in the form of du 
posed upon them. A cess is realized from the sugar 
factories on the basis of sugar manufactured and 
this amount is later on spent on the reseaich an 
development of sugar cane and sugar industry. 
vincial Government further receives a portion of iM 
duties imposed by Indian Government on imports 
and manufacture'of petrol, kerosene oil, spirits and 
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alcoholic drinks the portion of petrol duty being 
ear-marked for road development in the province. 

Debt Service. —The income is from the interest 
on the loans given to municipal and district boards for 
the provision of public utility services in their res¬ 
pective areas. 


Head of Expenditure 

1 he heads Direct Demands on Revenue t like that 
of the Central Government, represents the cost of 
collection of revenue from Land, Excise, Stamps, 
Forest, Registration and Motor vehicles, and includes 
the salaries etc. of the provincial services employed 
in these departments. I n idation and Debt Services 
need no comment. Civil 'Administration, includes 

eon general administration and on Justice, 
Jails and Convict Settlements, Police, Education, 
Medical, Public Health, Agriculture, Rural Develop- 
ment, Veterinary, Cooperation, Industries, Aviation 
Scientific research and others. These are the nation 
bin ding departments and naturally consume the 
highest percentage of the provincial revenue. In 
the years to come the plans of reconstruction and 
development will he undertaken and as there is enor¬ 
mous scope for future expansion in most of these 
directions, the expenditure is hound to multiply 
Other items are ciril works representing expenditure 

on the construction and maintenance of roads and 

building 8 of the Provincial Government, on Famine 
iff measures, pensions and Superannuation allow¬ 
ances paid to retiring government servants and other 

miscellaneous heads. 

Local Self-Government and Local Finance 

§ 2° Village Autonomy.— Small village com¬ 
munities have existed in India from times imSioriM 
They were run as small republics enjoying a lai-ge 
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degree of local autonomy since in those days of poor 
means of transport and communication little contact 
was established between them and the seat of govern¬ 
ment. The rulers were interested in the realization ot 
their dues through their representatives and were con- 
tent to leave the villages to manage their own affans 
through the Panchayats. These bodies acted as 
courts 8 of justice settling the disputes between the 
inhabitants; as administrative heads of the villag 
maintaining peace and order and managing the land 
forests and the pastures for the common good of he 
community; and as defence council arranging for the 
protection of the village against the ne ghbouri g 
hostile communities. But this autonomy disappeared 
owing to the establishment of local civil and criminal 
courts and revenue and civil orgamzaton under the 
British Government, the development of transport and 
communications, and the growth of individualism as 
result of Western influences. 

5 21. District Administration.— 

The process of British administration began, m 
the time of Warren Hastings. The provinces we 
divided into Districts comprising an a.ea of a ^ 
5000 square miles on an average placed 
Silled the Collector in >he Reg^.nd the 

S? KEStaS Sih 'dmini.tr.tio" 

realization of landrevenue^ 

by Deputy Collectors, Tahsildars, fae hear& 

Qanungoes and Patwans in h^ subo P rdinate reve nue 
S5? As m ata^trate, he enjoys ^t class pow-s 
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types and enjoys appellate jurisdiction over suboi- 
dinate magistrates. He has supervisorial powers 
over the local self-government bodies like District 
and Municipal Boards, Local Boards and Notified 
Areas, and educational and other associations ot 

public benefit. # , 

There is a number of other important officials 

performing different functions in the district admi¬ 
nistration : a Superintendent in charge of the police, 
a Deputy Inspector or District Inspector of Schools 
to look after education, a District Medical Officer of 
Health in charge of the hospitals and dispensaries ot 
the district, a Civil Surgeon as the head of the civil 
hospital in the district town; and an Executive 
Engineer who is responsible for Public Works, i.c. y 
roads and buildings. All .these officers are directly 
under the provincial heads of their respective depart¬ 
ments and work under the guidance of the Collector 
and District Magistrate. 

§ 22. Local Self-Government.— 

The system of centralized administration intro¬ 
duced by Warren Hastings continued unchanged till 
185U wnen an act was passed applying to the whole 
of India with a view to from Municipalities in the 
country. Much progress was not made till the time 
of Lord Ripon wnen in 1883-84 acts were passed that 
greatly altered the constitution, powers and functions * 
of Municipalities and extended the application of 
elective system to them. The presidency towns of 
Calcutta, Madras and Bombay have their Corpora¬ 
tions constituted under special acts, while the towns, 
too small to iiave a municipality, have their notified 
area committees for similar functions. 

The duties and functions entrusted to the Muni¬ 
cipalities in urban areas are in rural areas assigned 
to district and local boards. Except in Assam, every 
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district in British India has a board with two or 
more subordinate sub-district boards, while there are 
Union Committees also in Bengal, Bihar and Orissa 
and Madras. These bodies are all elective and have 
their non-official chairmen. 


§ 23. Functions of Municipalities.— 

Municipal functions are classed under four main 
heads of (i) Public Safety, (it) Health, (Hi) Conven¬ 
ience, and (iv) Instruction. They have to perform 
certain obligatory duties, e.g., lighting, cleaning and 
watering of public roads, lanes and spaces like parks; 
protection against fire by maintaining fire engines, 
and fire brigades; checking of public nuisance, abate^ 
ment of offensive and dangerous trades; prevention and 
control of epidemics by improving the sanitation and 
arranging for vaccination and inoculation; establis 
ment of Hospitals and dispensaries and provision 
for primary education; construction and maintenance 
of public roads, streets, buildings, markets, diain- 
age and sewage works, latrines, slaughter-houses, 

wells arid tanks. " ~ . • 

The Municipalities may also perform then 
optional or discretionary functions as construction 
of new roads and streets, play-grounds and public 
parks, libraries, museums, halls, rest-houses and 
.other public buildings, provision for edi uca *° n 

the primary stage, planting of trees along the ioa , 
taking census records of vital statistics a 

taking of public utility services. 

S 24. Sources of Municipal Hevenue.-To rneet 

the expenditure on the obligatory and dlsc 5^!°"M. 
functions the Municipalities need revenue which the} 

can raise from the following sources . 

(i) Municipal Rates and Taxes like octroi, 
taxes on houses, land, animals, vehicles 
trades and professions, tolls on 
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and ferries and visitors’ tax from people 
visiting Municipalities by railways, 
water, light and conservancy rates for 
the services supplied to the public; 

(«) Realization under special acts like income 
from cattle-pounds, license on hackney 
carriages and licensing of the sale of 
kerosene and drugs, etc.; 

(Hi) Revenue derived from Municipal property 
and powers apart from taxation is re¬ 
ceived in the form of rent of Municipal 
lands, buildings, rest-houses or sarais 
and dak-bungalows, markets, slaughter¬ 
houses, fees from educational and medi¬ 
cal institutions, sale of water, etc.; 

(iv) Grants from Government for educational 
and medical purposes; and 

(r) Miscellaneous including tbe contributions 
from private individuals, interest from 
investment of Municipal funds and 
. loans, etc. 
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§ 25. Functions of District Boards.—Below is 
a list of the functions of a District Board. 

Their obligatory duties are the management of 
the Board property; the construction and mainte¬ 
nance of public roads and means of communications 
with planting and preservation of trees on the road¬ 
side; the establishment, management and mainte¬ 
nance of hospitals, dispensaries, public parks, mar¬ 
kets, sarais and inspection-houses; the construction 
and repairs of school buildings, training of teachers 
and establishment of scholarships; the provision of 
a sufficient supply of pure water and its prevention 
from pollution, and the arrangement for vaccination, 

etc. - - • 

They may also administer any crown lands in 
their area; construct and repair embankments for the 
storage and supply of water for agricultural purposes; 
reclamation' of swamps and unhealthy localities; con¬ 
struct and maintain relief works and relief houses and 
take measures to alleviate the sufferings of Famines; 
and arrange for the registration of births and deaths. 

§ 26. Sources of District Board Revenue. 
Their most important source is the Government 
grants for particular purposes, specially educational 
and medical. Local rates and cess levied upon agri¬ 
cultural lands to the maximum of 10% of the revenue 
borne by such lands is another important source. 
They can levy taxes on the circumstances and pro¬ 
perty of non-agriculturists. Other heads are fines 
realized from cattle-pounds, income from -tolls and 
ferries and receipts from markets, shops and otnei 

Board property. 
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Income of the District Board, Benares, 1945-46 


Rs. 


1. Govt. Grant.— 

Education—Recurring 

. Medical ... ••• • — • 

Public Health ••• ••• ‘ 

2. Local Rates.— 

(Rates, Acreage cess, Road cess, <fc Receipts 
from surrendered jagirs-) 

3. Taxes.— 

Tax on circumstances and property 

4. Pounds (cattle-pounds receipts) ... 

5* Education. (Fees in Schools Hostel and 
others.) 

• » i 

6. Medical. (Interest on securities* contribution 

from local bodies and others ... , ••• 

7. Public health 1 ... •’ ; 

8. Markets and shops (Tehbazari) ,... 

• .* i * • ■ * ' * * ' ' *. • • i 

9.. Receipts from property (Rents from Nazul 
buildings and lands, staying bungalows and 
inspection-houses) ... . ... ••• < 

10. Agriculture and arboriculture. (Sale of trees, 
Sale of fruits, etc., 

4 • « • • • 

11. Interest 

12.. Miscellaneous (contribution from private 
’' •i * persons sundry receipts) ....' 

Total Income 
13. Extraordinary and Debt 


4,10,534 


108745 


35000 

3187 


61817 


6552 

215 

471 


556 

4 

3101 * 

6$B ' 

2478 

633312 

10493 


644805 
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Expenditure of the District Board Benares 1945-46 


Rs. 

1. General Administration-officers, establishment, 

stationery, printing and collection charges ... 33144 

2. Pounds. Estate ; Contingencies, repairs ... 2788 

# 

3. Education. (Administration and Inspection, 

V. Middle, Pr. boys. Training Schools, 

Primary, Islaraia. Depressed classes, Female 
education, Compulsory primary for boys, etc.) 486238 

4. Medical. Western and Indigenous ... 36400 


5. Public Health. (Establ. allowance, Pub¬ 
licity, water supply, vaccination,) 

6. Veterinary 

7. Agriculture and arboriculture ... 


16439 

6761 

6780 


8. Public works, Direction (Engineer, overseers 
contingencies, dak-bungalows,) Repairs 
Roads non-metalled etc. 

9. Superannuation other than Education) 

10. Refunds: ... 


11. Miscellaneous, law charges and others 


49145 

3287 

200 

1028 


642210 


12. Extraordinary and Debt Investment in Govt. 
Securitities and S. Banks, Deposits and others 
1210 


10343 


Total Disbursement 


652553 


A 
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Items of District Board Revenue 

Government Grant.—It constitutes the biggest 
source of income of the District Board. It is con¬ 
tributed by the provincial government towards ex¬ 
penditure incurred by the Board mainly on educa¬ 
tion and, to some extent, on Medical Relief and 
Public Health. 

Local Rates.—Of these rates the most important 
is the land cess or acreage cess which the District 
Boards have the right to impose on cultivated lands 
to the extent of 10 per cent of the revenue borne by 
them. Road cess is a special imposition the receipts 
from which are applied to the construction and re¬ 
pairs of District Board roads. 

Tax on Circumstances and Property.—Agricul¬ 
tural incomes are free from income-tax, but a tax is 
imposed on the value of houses, other property and 
income from trade and professions of rural popula¬ 
tion and it is called ‘Haisyiat’ tax. The rate of tax 
in some places is Re. 1/- per cent up to Rs. 600/- 
beyond which it is doubled. 

Pounds & Ferries.—Income under pounds (where 
accruing) is derived from fines imposed on the owners 
of cattle impounded in kine-houses, the rates charg¬ 
ed differing according to the schedule in which the 
impounded animal falls. Ferry charges are pay¬ 
ments received for services of transportation across 
the rivers which the Board arranges for either by 
boats or bridges. 

Education.—The main source of revenue is the 
fees realized from scholars attending District Board 
schools or residing in school hostels; while income 
under Medical is from contributions made by local 
bodies towards providing medical relief in rural areas. 

Markets and Shops.—Rent is realized from shop¬ 
keepers who use the Board’s land in places where 
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bazaars are held and also from people who hire Board 
shops for their business purposes. 

Receipts from Property—include rents from nazul 
land and buildings and rents paid by officials and non¬ 
officials who use dak-bungalows and inspection-houses. 

Agriculture and Arboriculture.—This income is 
from the sale-proceeds of the dry trees and fruits of 
trees situated on the District Board roads. 

Items of District Board Expenditure 

On the expenditure side are the amounts spent 
respectively on the administration, services and func¬ 
tions performed by the District Board, the biggest 
item being Education that accounts for more than 
7/10 of the total expenditure. Apart from General 
Administration (which includes the pay of officers, 
establishment charges, cost of stationery, printing 
and cost of collecting taxes and rates), the main items 
of expenditure are Public Works, Medical , Public 
Health and Veterinary. Public Works expenditure 
includes the pay of the engineers, overseers and de¬ 
partmental contingencies, and the construction and 
repairs of roads and dak-bungalows. Medical relief 
is of both Eastern and Western systems, the former 
receiving excessively partial favour against the indi¬ 
genous system. Dispensaries and ‘Dawakhanas’ are 
maintained at the Board’s expense while many pri¬ 
vate medical practitioners receive grants from it. 
Expenditure under Public Health includes the pay 
of the health officer and sanitary inspectors and then 
allowances, cost of publicity and propaganda on 
health and cleanliness, vaccination Expenses ana 
supply of water. Veterinary branch is maintained 
to provide medical treatment to cattle in rural aieas. 

The minor items are Pounds , expenditure on 
which is for repairs and contingencies; on Fairs and 
Exhibition for the organization of which the Board 
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makes some contributions; and on Arboriculture for 
planting trees on road sides. 


EXERCISES 


1. What do you study under Public Finance? How do 
state and private budgets differ from each another? Discuss 
the functions of a Government. 

2. State and discuss the main heads of Revenue Ex¬ 
penditure in the Central Budget. What comments have you 
to offer on the changes in various items brought about l»v the 
War? 

3. Define “ Tax.” What is meant by the base of a 
Tax? Distinguish between ad valorem and specific taxes. 
Explain clearly the meaning of ‘ Incidence of a tax.' 

4. Distinguish between a direct and an indirect tax, and 
compare the merits of both. Which of the taxes in India are 
direct and which indirect? 

5. If the Indian import duties on all kinds of cloth were 
largely increased, who would bear the burden of this tax and 
who would profit by it? Will the revenue of the Government 
be necessarily increased by such a change? 

taxes on profits in India? Who pays 
these taxes? Are they partly or wholly shifted? Who bears 
the burden of them? 

7. Do poor people pay no taxes? If they do, how do 
they pay them? AN hat are the special advantages of an 
income-tax ? 

8. Discuss the merits and demerits of direct and indirect 
taxes. Under what circumstances would an export duty on 
a given commodity be desirable? 

9. What objections have you to the following taxes : 
(a) Salt-tax; (b) Excise duty on cotton and sugar; 

(c) Octroi? 


10. Write a short note on the principal beads of revenue 

and expenditure in the budget of the. Government of your 

province. Is the provincial revenue adequate for provincial 
needs? 

11. What are the principal sources of income of the 
Municipality of your town? Enumerate the items on which 
the Municipal funds are expended. 

12. Give a statement showing the; important heads of 
revenue and expenditure of the District Board with which 
3’ou are familiar. Comment on each /iffeln of expenditure. 

i! O 




